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PROCEEDINGS

CHAIRMAN ANDERSON: Good norning. The neeting pl ease
cone to order. And | would say good norning to all the assenbl ed
here. Before we begin today's hearing, | would |ike to introduce
t he nenbers of the Board.

And 1I''m Roy Anderson, Chairman of the Board, of the
Oversi ght Board.

First is one of our two |egislative nenbers,

Assenbl ywoman Di ane Martinez. And she is on her way.

Senat or Steve Peace could not be with us today, but he is
represented by his assistant, M. John Rozsa.

The gubernatorial appointed nenbers are Archer Pugh to ny
left and M. Lewis Coleman to ny right.

I would also like to introduce the Board Staff, M. Gary
Heat h, our executive director; and M. Erik Saltmarsh, our |ega
counsel ; and Ms. Sharon Howel |, our executive assistant.

And, certainly, on behalf of the Board, | sure want to
thank the Sacranento Municipal Wility District for allowng us to
use their auditoriumand facilities today. W greatly appreciate
their generosity.

On March 7th the Board issued a hearing notice for
today's proceeding. The purpose this hearing is to continue with

the Board's March 1997 agenda as published in its March 4th, 1997



heari ng order.

As stated in the notice and as prescribed by Statue, the
Board is to determ ne that conposition and terns of service of the
menbers of the governing boards of the Independent System Qperator
and the Power Exchange, and appoint the initial governing board
menbers of the | ndependent System Qperator and the Power Exchange
-- I"'mgoing to refer to themas 1SOand PX. [It'll save tine --
and direct those entities to take the necessary steps for
i ncorporation as soon as possible and as separately public benefit
and nonprofit corporations under the California Corporations Code.

In addition, the Board issued an order on March 15th
directing all interested parties to submt individual nom nations
to the Board for its consideration.

Pursuant to this order and as prescri bed by the noti ce,
the Board will first take up a discussion of the Articles of
I ncorporation and the Byl aws of the | SO and PX

But before we begin, | would like to offer ny fell ow
Board nenbers an opportunity to nmake sone openi ng conments.

And, John Rozsa, would you --

MR. ROZSA: | don't have any comments right now Thank
you.

CHAIRMAN ANDERSON: -- please be first.

MR. ROZSA: Thank you.

CHAIRMAN ANDERSON: kay. Archer?



MR. ARCHER: | have no comments today. | think we have
a | ong enough agenda.

CHAIRMAN ANDERSON: Lew s?

MR. COLEMAN: | have no comments

CHAIRMAN ANDERSON: Ckay.

MR. COLEMAN: Thank you, M. Chairman.

CHAIRMAN ANDERSON: Now |l et us turn to M. Heath, our
executive director, --

MR. HEATH: Yes.

CHAIRMAN ANDERSON: -- for coments.

MR. HEATH: Yes. Thank you, M. Chairman, nenbers of
t he Boar d.

Just a couple of itens | wsh to report to the Board.

W have conpl eted our second full-week as a fully
functional office. However, the |last few days have been a little
bit tense around the office, trying to get ready for hearings and
the various filings, and so | guess there mght be sone nutiny
afoot. So we've been working extra hours.

As of last night, about nine o' clock, the Board received
43 separate filings for today's proceeding. Mny of those are
files that have actually put forth the nomnations for the various
cl asses as proposed by the trust. Al so there were a nunber of
filings that support nom nations or nom nees for those filings.

You have before you, Board nenbers, and M. Chair, a



binder, red this tine, that has a copy of all of the filings that
were submtted.

It also has a matrix in it which sumarizes, if you will,
a list of various classes, the nom nees for each of those cl asses
as well as the affiliations. That'll be found in the front of
your bi nder.

Also in the binder is a letter that was sent on March
17th to -- to the trustee on behalf of the Board whi ch requested
certain information on the nmake-up of the various classes. That
material was submtted last night to the Board. That also is in
your bi nder.

Per the directive fromthe Board fromlast week the Staff
has, in fact, entered into a nmenorandum of agreenment with the
California Energy Comm ssion for staffing and services.

If you d Iike, M. Saltmarsh, when he gives the general
counsel's report, can go over any of the points that are in that
menor andum

Last, for today's proceeding, M. Chairman, I'd like to
announce that parties who wi sh to speak probably should fill out
one of these yellow cards. They're found at the tables in the
back and at the entryways in.

If you' d hand those to Ms. Howell, she'll give themup to
t he board nenbers.

The other thing is that we have on agenda which is



specific for today's hearing. And that is also found on the table
in the back as well as in the binders of each of the nenbers.

That concl udes ny report. And maybe at this tinme, we
could turn to M. Saltmarsh for the general counsel's report.

MR. SALTMARSH: I only have two itens | woul d speak
to.

The first is that which Gary Heath raised, the now
execut ed nenoranda of understanding. There are actually two.

Rather than try to summari ze those, those wll be
distributed to each of the Board nenbers a little bit later on in
t he day today.

The second issue | would speak to for just a nonent is
that | would like to thank the staff of the trustee who's been
sharing sone evening hours with us over the | ast few days in
faxing materials back and forth.

I will leave it to themto report any adjustnents that
they may be nmaking to the filing proposals that you have seen.

But | have received several sets of materials which |I believe are
in an effort by the Staff to ensure that aspects of the filing
when and if filed in that formw Il conply with the California

St at ut e.

And I'Il leave that to the trustee's Staff to describe
where there may have been sone adj ustnents proposed.

CHAIRMAN ANDERSON: In view of the comruni cati on that



we as Board nenbers have just received from Assenbl ywonman
Martinez, would you pl ease describe that? And would you wish to
put it in the record?

ASSEMBLYWOMAN MARTINEZ: Yes, please

After our |ast hearing, Oversight Board Hearing, | was
sonmewhat concerned about how it is that the trustee's relationship
wor ked with the Oversight Board and how that woul d affect the FERC
filing.

And so, upon ny investigation, found out that the
original design for the trustee was, in fact, supposed to be
[imted in scope to infrastructure issues. Those infrastructure
i ssues specifically dealing with hardware and software, technica
and nont echni cal .

And | had a concern that even though FERC had ordered --
t hat because FERC had ordered that it was the SO that was to file
before them and the Power Exchange, not sone other entity created
by the Public Wilities Conm ssion.

And | wanted to nmake sure because of -- | guess | was
confused about what M. Freeman's intent was. He had said that he
was concerned that the 1SO mght, in fact, file sonething that was
in conflict wwth the work that he had done. But the work that he
had done was not entirely within his jurisdiction.

So | thought it nore appropriate for us to | ook at the

product, | understand it's 1600 pages, and fromthat product take



those things that are clearly within the trustee's purvi ew and
have those submtted to our Board, the Oversight Board, before
they are submtted to FERC

And the reason being is that they ought not be -- that
they ought to be strictly within the paraneters that have al ready
been granted the trustee. And they should not go into the area of
jurisdiction to be held by the |1SO oversight board or the |1SO
boar d.

VW had tal ked about, last tine that we -- the last tine
we net that what's got to happen is the |1 SO oversight board ought
to prepare a letter and send it to FERC telling FERC where we are
in our process so that they would know that the | SO woul d have the
ability to file and should be allowed to file once the |ISO board
was appoi nt ed.

However, did not envision that the trustee ought to be
allowed to go forward as he has no legislative jurisdiction or
authorization to do so. And it's inportant that that door be kept
open for the 1SO board and the |1 SO oversight board. So that's why
the letter today is just clarifying where | think we ought to be
on these issues.

Because the trustee's hired -- as he represents very good
| awyers and they've invested a ot of tinme and effort into it, |
don't think that we shoul d di spose of his product either.

I think what ought to happen is that product ought to be



split into two areas. The first area being those things that are
clearly within the 1SOs jurisdiction. The second area being
those things that are not in the 1SO s jurisdiction

So for purposes of defining that, it's far easier to
understand that. And since his jurisdiction includes
infrastructure, hardware and software, that all of the FERC
requests for information dealing with infrastructure or hardware
or software ought to be appropriately handl ed by the I SO --
nmean, excuse ne, by the trustee, referred to the Oversi ght Board
and ultimately to the | SO board when it's appoi nted.

And that we ought to take that information in subm ssion,
consider it as part of the larger filing. And that's ny
reconmendation to this Board at this tine.

And | think it keeps clear then where all of the roles
and how all of the piece parts fit. | think otherwise we get into
very nmuddy waters as to who, in fact, represents the State's
position on electrical restructuring.

And | think that won't help us. | think one of things
that was clear comng fromFERC is FERC was telling us they wanted
us to be clear about what we were doing. They wanted technical
i nformati on.

| think if we start to send themdifferent groups al
representing to FERC that they represent the State's interest,

that this is going to cause a ot of problens for us going further



down the path. So | think at this point we need to stop, take a
ook at it and delineate very clearly where the roles are.

And | think there's an inportant role for the trustee. |
think he's done an excellent job in fulfilling that role. But now
that the | SO oversight board is, in fact, in place, it's inportant
to take advantage of the work that was done, and yet draw cl ear
lines as to where those jurisdictions are.

So the recommendation that's before you right now sinply
states that if, in fact, the Board decides that you ought to |et
the trustee file, which | think is sonewhat inappropriate because
that's clearly not within his jurisdiction, that it be nmade clear
to FERC that this is sinply a place holder and it may not be in
concert with what the ISO board ultimately files.

Li kewi se, | think the trustee ought to recogni ze that the
| SO board be legislatively created in our intent for themto have
sel f-governance, and not be subject to a board organized by the
Public Wilities Conm ssion having greater jurisdictional
authority. That what ought to happen is the trustee ought to fal
back to the role originally designed for him

Now | understand that there were sone discussions that
happened after that position, the trustee position, was created.
And that there was a feeling that without the I SO board being --

t he oversi ght board bei ng appoi nted and wi thout the |SO board in

pl ace, that sonebody needed to carry out and prepare to file



before FERC. | understand all of that, |ogistically speaking.

However, when those that canme together to discuss that
t hat thought that ought to happen, they clearly did so wthout
| egi slative authority.

And | believe that that's an essential. |If we're going
to be tal king about the position of the State of California on
this issue going forward, it ought to be people that are
appropriately in place and | egislatively authorized; not people
that are trying to nake do because we're a little out of sync
her e.

So | acknow edge that fact and, once again, applaud him
for the work that he did do. However, at this point, we are now
in place and in a position to make deci sions about these issues.

And | think we ought to nmake sure and carve out our
authority the legislation intended that we should. And,
obviously, and | think clearly FERC nade clear that they wanted to
hear fromthe | SO and the Power Exchange, and did not envision
sone other entity.

And |'mnot sure to what extent the trustee, because his
board was not created with the sane kind of bal ance required under
this | egislation, would not be subject to sone of the concerns of
i nfluence that FERC was concerned about. And that's why FERC
wanted to hear froman | SO

CHAIRMAN ANDERSON: M. Freeman? Wuld you comment on



t hat ?

MR. FREEMAN: M. Chairman, | can certainly understand
t hat people recently appointed to the top Oversight Board on this
matter have a reason to be concerned and interested. And |
wel cone the concern and the interest.

This matter has been thought through very, very, very
carefully in consultation with all the powers that be that existed
bef ore you got here.

The filing that we have put together is conpletely within
our jurisdiction. Conpletely. There are not parts of it that go
outside the jurisdiction.

The trustee -- and, you know, |I'ma person that spent ny
[ife in this industry. And | didn't cone out here at the request
of the State of California to take over anyone el se's
jurisdiction.

| came out here at the request of the Governor's Ofice
and the CPUC to try to nmake this happen. And | have consulted
with everyone that | could reach

And if I've failed to consult wth everyone, it's only
because |'ve been extrenely busy trying to get the hardware and
software out of the hands of the dreaners and into the hands of
the vendors so we can neet the deadline that was inposed by
statute.

| take the state |aw very, very seriously. And the nost



i nportant objective that was laid on to ne and everyone else is to
nmeet the January 1, 1998 deadli ne.

The consuners of this state have been prom sed a
conpetitive market by then. And we have been working, as your
Staff suggested, virtually night and day trying to nake that
happen.

There is no question about the authority of the trustee
to make this filing. This is not an issue that is a debatable
| egal issue. The scope of work that | have and the noney and the
budget included many mllions of dollars for doing this work.

|'ve been in consultation with everyone. And the filing
is all about the things that the Federal Energy Regul atory
Comm ssion has asked the 1SO and the PXto file. And we've been
working with the utilities to coordinate to have a California
filing. The work is virtually conpl ete.

| have been consulting with your staff and others on the
one part of the filing that reflects the argunents that we're
maki ng on behalf of this Board to try to persuade FERC to change
its mnd and permt this Board to carry out the jurisdiction that
the state | aw enpowers you to carry out, but which is nowin
conflict wth FERC

To be quite frank with you, sir, | amquite proud of the
| anguage that we've developed in consultation with your staff and

ot hers.



And | think we have argunents that nme, as a sonmewhat
unbi ased observer, since | wasn't in on all the planning and all,
| think are persuasive. And | think there's a good possibility
that FERC wi |l understand that there are inportant duties for this
Board. And the |anguage is before you.

I f you have any suggestions about that |anguage, if you
want to change it or nake it differently, that's the reason we're
presenting it to you.

QG her than that |anguage, the filing is entirely dealing
with the matters that the FERC has asked the 1SOto file.

W are filing on behalf of the 1SO as we are authorized
to do. And we consulted, again, wth counsel on that. And there
is no question that we are fully authorized to make this filing.
And it deals with all the matters that ny advisory conmttee has
been westling with all these nonths.

These are the same cl asses that are before you for being
on the board.

And | guess | would try to, if I could use the word
"gently" again, and suggest that there isn't a problem here.
There is conpl ete cooperation with this Board. If you have any
t houghts on the | anguage that we prepared, we wel cone to have
them And we have been responsive to suggestions in the past.

That's all, | think, that | need to say at the nonent,

unl ess there's sone questions. |'d be happy to respond -- try to



respond to them

ASSEMBLYWOMAN MARTINEZ: Let me be gentle as well.

You said at |least twice that you consulted with
"everyone." You thought and worked with all the "powers that be.

Let me suggest to you that one of the powers that be is
the Legislature. And that in that Legislature there are two
houses, a senate and a state assenbly.

To the extent that we are, in fact, as you acknow edged
| ast neeting, one of the powers that be, and you did not consult
with us. You did, in fact, not consult with everyone.

The sinple fact of the matter is that your counsel may
tell you that you have jurisdiction to do this. But in crafting
1890, we did not give you legislative authorization to file on
behal f of the State.

This is clearly, when we enacted AB 1890, we were clearly
asserting our legal authority and jurisdiction over this issue.
And in doing so, we did not ask or tell or say to the trustee that
they ought to file on behalf of the SO Especially at the point
that we created the Oversight Board, your jurisdiction was granted
to you by a lesser body in terns of regulatory authority which was
the CPUC, then the state Legislature.

This body was created by the Legi slature, was directed by
FERC. FERC did not direct the trustee to file. FERC directed the

| SO The 1 SO board is now here. And it's appropriate to call



into question where the trustee is with this issue and what the
appropriate roles are.

So while | appreciate the hard work that you' ve done and
needed to get done, it's an inportant foundation for what the | SO
will ultimately file is clearly not within your jurisdiction.

FERC did not ask you to do it. The |ISO oversight board
did not ask you to do it.

And when you say that you consulted with you everyone,
you did not consult with the Legislature. |If you did not consult
with the Legislature, even in a broader sense, at the very |east
you shoul d have been talking to the person who chairs Wilities
and Commerce on the Assenbly side. That did not happen.

O, at very least, if you were not clear about
| egislative intent on 1890 and the powers that we provided to the
Oversight Board, you should have talked to at |east the five
nmenbers of the Conference Conmttee, of which | was one. Those
conversations, sir, never took place.

And so, | would not say that your representation that you
tal ked to everyone and "all the powers that be,"” is being entirely
accurate. That's about as gently as | can phrase it.

However, at this point, since you have done the work and
it's an inportant body of work, and our |awers are currently
review ng the 1600 pages and are sonewhere at page 800, and wil|

be able to make recommendations to the Oversi ght Board, we thank



you for those efforts.

Nonet hel ess, we think it's inportant that you, at this
poi nt, confine yourself to your role in dealing with what you
represented in the beginning as being software and hardware i ssues
to make sure that this thing got out of the hands of the dreaners
and into the people that would make it real.

But that FERC filing is clearly, in FERCs mnd and in
the mnd of this Legislature, within the jurisdiction of the
Oversight Board and the 1SO.  And in the absence of the 1SO the
Oversi ght Board ought to nmake sone deci sions.

Now what | have done in addition to the letter that I've
witten to this commttee today is witten a second letter form
the Legislature, fromthe State Assenbly, nmaking clear to FERC
that it was not our intent in 1890 nor is it our intent at this
poi nt that any other body other than the Oversight Board or the
| SO ought to be filing and ought to be considered as representing
the State's interests as we gave that authority to the Oversi ght
Boar d.

So whether or not at this point you agree with where we
stand, | amoperating appropriately in ny legislative capacity as
Chair of the Wilities and Coommerce Conmttee in the | ower house
in bringing FERC s attention to ny concern about this issue.

What |'masking for at this point is for the Oversight

Board to al so acknowl edge that in 1890 we gave the Oversi ght Board



the authority to appoint the 1SO that FERC has asked the 1SOto
appropriate file, that we ought to nake good use of the work that
you' ve done so far and thank you for that work, but that clearly
that filing ought to be delayed; that it ought to be done so,
finally, in the name of the ISQ

However, if the Oversight Board chooses not to do that,
then we should submt a letter to FERC naking it clear that it's
prelimnary work that has not been reviewed by the | SO and that
the 1SO may, in fact, change sone of the work.

And | don't think that's inappropriate at all.

MR. FREEMAN: | would just indulge nyself, if I may, in
this one comment.

| was asked to cone out to this state in early Novenber,
and frankly, in Novenber and Decenber, the Legislature, | don't
think was in session.

And | thought, quite frankly, that ny job was hardware
and software only. | worked -- we worked very hard to get the | og
j am broken and get this done.

The overriding goal has been and is to get this systemup
and running by January 1, '98. An absolutely critical m|lestone
i n making that happen is to make the FERC filing on March 31st. |
had no idea that | would inherit that responsibility when I cane
her e.

ASSEMBLYWOMAN MARTINEZ: Nei t her did we.



MR. FREEMAN: Now but the plain truth of the matter is
the scope of nmy work included the nandate that we do whatever was
necessary to nake the March 1 filing.

And | consulted with everyone that | consult [sic] wth,
and if | failed to consult with you, which I did, | apol ogi ze
publicly. That was a m stake on ny part.

But | have been working in San Franci sco and |'ve been
wor ki ng very, very hard. And | did not volunteer to take on the
awesone job of putting this filing together. But |I'ma can-do
person. And we filled the gap with the encouragenent of everyone
that | could talk to. W had public neetings week after week

And everyone knew what we were doing. |f we had not done
this work, ma'am we would fail the Legislature and the Covernor
and all of us would not nmake the deadline.

And if we ask for a delay, we are undercutting all the
work that we're doing. W do not want a delay. W want FERC to
nove ahead on schedule. And we will have a filing for them

Now it is not ny fault that the governing board is not in
place. | would have | oved to have a governing board in pl ace.

But | am a responsi ble person, and |I'mdoi ng what ny mandate says
that | should do. And we have the material prepared.

The m nute you have a governing board in place -- the one
thing that you said that isn't quite true yet, we don't have the

governing board. And if we had it, obviously, they woul d make the



filing.

But | amthe trustee for the SO and for the PX, and al
t he attorneys suggest that there is the authority to file. And
they will have every opportunity as soon as they get there to ask
for a technical conference, which I"'msure FERCwll grant. And
then they can express whatever different views they may have.
They will have an opportunity to file or reply.

The real issue before this house is: Do we want to nake
t he deadl i ne or not?

ASSEMBLYWOMAN MARTINEZ: No. That's really not the
i ssue.

The issue is whether or not the appropriate body is
conducting that filing.

I understand that you believe you were under a nandate
and you may wel | have been by those persons who hired you. You,
however, were not under a State mandate -- or |egislative nandate
to do that.

Beyond that point, this |ISO oversight board is, in fact,
under | egislative mandate to handl e these issues in the absence of
t he actual |SO oversight -- the actual |SO board.

MR. FREEMAN: | understand --

ASSEMBLYWOMAN MARTINEZ: So we're not really far
apart, M. Freeman, at all. | amsinply saying to you that what

ought to happen at this point is that because that jurisdiction



clearly lies with the 1SO board, and in its absence, the |ISO
oversi ght board, that what ought to happen is the filing ought to
be submtted to the Oversight Board, that it ought to be

bi furcated so that you have one portion representing those things
that are clearly within the trustee's jurisdiction and anot her
itemclearly representing those things that are not software and
har dwar e infrastructure issues.

And that the Board ought to represent to FERC that when
the actual 1SO Board is appointed they will be doing a filing that
wll answer all of their concerns.

| don't believe that FERC would not allow the State of
California to weigh in in an appropriate tinefrane, given that
where we are in our schedul e.

I think those are legitimte argunents we nmake to FERC
| think if we do a good job in doing that, if we present a
cohesive plan, we're not going to have any probl ens.

| think, however, if we go this route with sonmebody who's
not been given legislative authority with the Legi slature taken an
issue with it, which we have, and the Legislature witing to FERC
telling themthat there's a problemhere, that it's going to
severely undermne all of those efforts. W don't need to go that
rout e.

What needs to happen is the Oversight Board is nowin

pl ace. W need to assune our authority and our jurisdiction as



granted by AB 1890. And we need to carry forward.

W do not know, sir, those of us who are elected to
represent and that are appropriately placed here that, in fact,
your filing does that.

So we have the greater mandate fromthis state. And we
have to add that proper balance in there. That's what 1890
certainly represented.

MR. FREEMAN: |'msure the Chairnman doesn't want to
hear a nmuch nore or you want to hear much nore fromne, but you
made one inportant statenent. You said that we are rather close

And | would like to cl ose whatever gap that there is.

| regret, deeply regret that | didn't approach you and
get your input earlier. That was just an error on ny part. But
that was not anything done other than the fact that we just we're
working all the time.

The overriding statenent of state lawin 1890 is to get
this systemup and running by January 1, 1988. That is the clear
command of the Statute.

ASSEMBLYWOMAN MARTINEZ: But, sir, it --

MR. FREEMAN: Correct?

ASSEMBLYWOMAN MARTINEZ: -- doesn't say, "and absent
an | SO anybody who wants to ought to be able to do that."

MR. FREEMAN: Vell, that's correct.

ASSEMBLYWOMAN MARTINEZ: It gave that authority to



t he Oversi ght Board.

MR. FREEMAN: It did not give the authority to make
this filing to the Oversight Board, ma' am

| -- 1 --

ASSEMBLYWOMAN MARTINEZ: The Federal Energy
Regul atory Comm ssion specifically stated that it would be the | SO
board or the Power Exchange. You are neither. You are the
trustee responsible for infrastructure.

In the absence of that board the Oversight Board is in

pl ay.

That you did not talk to nme is not an individual type of
an issue. | represent the lower house in this issue. So it's --
what you're -- and al so a nenber of the five-nenber conmttee that

designed 1890. So |I'mclear about what our intent was.

I was really rather shocked | ast week when | heard the
representations knowi ng that when we crafted 1890 that was not
legislative intent. It was always the intent that it be the 1SO
and only the SO And that it not be sone other entity created by
the Public Wilities Conm ssion.

And that being absent, clearly, would default to the
Over si ght Boar d.

MR. FREEMAN: I -- 1 --

ASSEMBLYWOMAN MARTINEZ: At this tine

CHAIRMAN ANDERSON: Wl |, could we ask opinion of



counsel ?

[ Laught er. ]

MR. SALTMARSH: Whi ch question?

[ Laught er. ]

CHAIRMAN ANDERSON: As to whether the trustee has the
authority to file.

MR. SALTMARSH: Vell, | would prefer, and | think it's
unnecessary to get into interpretations of the trust's docunent as
to what the duty of the trustee to the trust is, whichis really
what's defined in that docunent.

I would not care, because | don't think it's probably
necessary to get into a debate on the issue of whether preparing
this filing is an appropriate use of the resources that are in the
trust.

MR. FREEMAN: | kind of think it's inportant

MR. SALTMARSH: vell, I --

MR. FREEMAN: Since we nmade the investnment and done the
work, to get some reaction fromthis Oversight Board --

MR. SALTMARSH: | say that --

MR. FREEMAN: Since the issue's been raised --

MR. SALTMARSH: Ri ght.

MR. FREEMAN: -- because it's a very inportant itemto
me. | had expected to get a ot of thanks for this work.

MR. SALTMARSH: Right. And | -- and | think --



[ Laught er. ]

MR. SALTMARSH: I think everyone agrees that there's a
| ot of good work being done.

ASSEMBLYWOMAN MARTINEZ: | believe we did start by
t hanki ng you.

MR. SALTMARSH: Yeah. | use that preface to say: |
think the question, to the extent there is one, and clearly there
is one, is not over: |Is this devel opnment work within the scope of
the trust in terns of the trustee spending noney to do preparatory
work in anticipation of an 1SO filing?

| think the question --

MR. FREEMAN: Wll, that's very clear for the scope of
ny work; isn't it?

MR. SALTMARSH: Right. But the questionis --

MR. FREEMAN: Yes, but isn't it?

MR. SALTMARSH: -- it isn't even that question.

It's: Wth FERC having requested a filing fromthe |SQ
is it then appropriate for the trustee to take the -- and let's
goi ng ahead and say it, appropriate devel opnent work that was done
in preparing materials for a filing, and nmake that filing as the
trustee?

And it would be ny prelimnary feeling that that's not a
deci sion that's probably answered concl usively by the scope of the

trust docunent.



The FERC filing asked for the 1SO-- clearly, any filing
that came in fromthe trust or fromthe trust and this Board, or
from anyone el se at this point, absent a seated | SO governing
board, is a proxy filing for the 1SQO

And | think it becones a question of both policy of the
State and a question, perhaps, in nenber Martinez's m nd, whether
there's sonme legislative intent that can be divined ot herw se.

But | think there are two conpeting concerns here.

Wil e FERC wanted -- and | would opine that it is fairly
clear that the filing that FERC said that they truly woul d prefer
to get is the one fromthe |1SO Board that doesn't exist.

The question is: In absence of that board, but in the
face of the deadline, what is the best policy decision? Because |
t hi nk everyone woul d agree that the true requested filing party
does not exist at this nonent.

MR. COLEMAN: Can | ask you if you could nmaybe | ust
narrowly deal with the issue of whether or not this Oversight
Board, in your judgnent, has the authority to direct the trustee
to go ahead with the filings, thereby elimnating any
jurisdictional issues over who can file?

MR. SALTMARSH: Vll, indirectly the Oversight Board
has | egislative authority to put in place a governing structure
for the 1SO and for the PX

And to that extent, by inplication, there have been



several suggestions that, as an expedi ency neasure, if it was
going to take sonme length of time to determ ne a pernmanent
conposition or to seat a permanent Governi ng Board, one option was
sone interimstructure and there seened to be an agreenent, |
think, fromthe various interested parties that the Oversight
Board woul d have authority if they thought that was an appropriate
policy call to put sonething in place as an interi mgoverning
structure.

If you could do that, you coul d probably anoi nt sonething
else to be in the place of the | SO board as an interim

There is no clear answer. There is nothing --

CHAIRMAN ANDERSON: Way go through that horse puckey?

And the critical thing is the January 1st, operational --
put into operation, January 1st, 1998.

Now how do we get there?

Maybe Assenbl ywoman Martinez has, if | understood her
correctly, posed a solution to this. Couldn't the trustee file
with the FERC, subject to the approval of the ISO when it's
constituted?

M. Freeman, did you --

MR. FREEMAN: That's essentially what | thought we said
we were going to do at the | ast session.

And that's essentially what we're doi ng.

CHAIRMAN ANDERSON: Vel l, would that satisfy --



ASSEMBLYWOMAN MARTINEZ: The issue is that the
deadline is the 31st.

CHAIRMAN ANDERSON: Yes.

ASSEMBLYWOMAN MARTINEZ: So if it's subject to the
approval of the 1SO board that does not exist, that won't work.

If they want to make it subject to the approval of the
| SO oversi ght board, then I would not be opposed to doi ng that
because it would nmean that we would at | east, operating in proper
jurisdiction, weigh in on behalf of the board that we are going to
create, that woul d nake nore sense.

But to have -- then do it subject to sone other approval
after it's already a done deed doesn't seemto nmake sense. At
| east sequentially, it doesn't make sense.

CHAIRMAN ANDERSON: Subj ect to the approval when the
| SO board is constituted.

ASSEMBLYWOMAN MARTINEZ: Vell, if -- then that goes
back to --

CHAIRMAN ANDERSON: W're going to --

ASSEMBLYWOMAN MARTINEZ: -- tothe earlier point --

CHAIRMAN ANDERSON: -- constitute the board

ASSEMBLYWOMAN MARTINEZ: That goes back to the
earlier point that what we would say is we would file as the
oversight board with FERC as recommended in the letter that this

is sinply a place hol der, sonething they consider. And that



| eaves the appropriate -- it |leaves the option for the | SO Board
to later on say either, "W approve it" or "W disapprove it."

MR. PUGH: Wll, | think you ve got a problemthere
To nme, any conditional filing with FERC is going to be a
conditional filing and will not be even acted upon until it's
firm

So if you make a filing to FERC and say it's subject to
sonebody el se saying, "Yes" or "No," and, "Maybe we'll change it,
maybe we won't," the March deadline doesn't mean anyt hi ng because
they're not going to accept it as a filing.

ASSEMBLYWOMAN MARTINEZ: Then | think what wll
happen is that FERC will view this very nuch as you described it.
They' || look at it as a conditional filing because they will have
an opinion fromthe Legislature that the trustee is not able, at
this point, to operate in that capacity as a representative for
the State. And they have not been duly appointed or elected or
aut hori zed by Statute to make this filing. So we'll still end up
in that situation.

I think the only way to sal vage all the good work of the
trustee is to file with FERC and tell themwhere we are and when
the board will be appointed. To take the information that was
provided, the technical information that's clearly within the
trustee's purview, and allow that portion of it to be filed,

subj ect to our approval, so that FERC will have sonething to start



wor ki ng on.
You know, if | |ook --

MR. PUGH: They won't --

ASSEMBLYWOMAN MARTINEZ: -- at thisinreal terns --

MR. PUGH: You see, the problemis they won't work on
it.

ASSEMBLYWOMAN MARTINEZ: -- |1 don't think what's

going to happen -- yes. But | don't think what's going to happen
is -- and that's fine, too.

| don't think that FERC is going to get all of these
subm ssions fromall of these states and on the sane day review
every one of them

| think there's going to be -- if we nmake an argunent to
them where we are in the process and even commtnents as to when
we wll get that final information, it would be in FERC s best
interest and in the State's best interest to take the tinme to do
that properly, than to have sone interimfiling that the |ISO may
or may not enbrace.

W don't know at this point that the |1 SO would want to be
bound by that filing.

But we | ock ourselves into that position -- | don't think
it's desirable.

So at this point either we nmake this clear to FERC t hat

we don't believe that the trustee is within his jurisdictional



authority to file on behalf of the | SO because that authority has
not been granted by the Legislature --

MR. PUGH: As | understand, you' ve already done that;
is that correct? The letter --

ASSEMBLYWOMAN MARTINEZ: The letter --

MR. PUGH: The letter went out --

ASSEMBLYWOMAN MARTINEZ: The |l etter has not yet been
mailed. It has been witten.

MR. PUGH: Ch, okay.

ASSEMBLYWOMAN MARTINEZ: And | thought to conme and
talk to you all today to discuss this before we put it across the
desk. And that's where we're at.

MR. PUGH: It appears to ne that if you're going to try
to make any kind of a conditional filing that is subject to
sonebody else's -- you mght has well hold off the filing until
you've got it ready to go, and then the proper authority to do it,
because | just don't -- knowing FERC in the past and the way
t hey' ve transacted business, unless it's a done deal going in with
responses to be done to a done deal, they're not going to even
publish further response tine to start.

And they won't publish further response tine to start
until you have a done deal.

And if we delay beyond the 31st, then they offer --

chances are you're going to mss the 1-1-98 deadline. But nmaybe



that's the choice we have to make because of where we are.

| don't think we're going to | ose anything that the
trustee's done, because nost everything that |'ve seen so far has
been done in a manner that will take mnimal, if any, changes.

| think the only areas that | have sonme problens wth,
which we'll get to discuss, | think is the role in the Bylaws wth
regard to the fact that | don't think you' re authorized at this
point to make that filing w thout our approval of the selection
procedures, the classes that go in, the nethods of handling those
and the Oversight Board' s role within the concept of the Byl awns.

And | think those would have to be done by us before you
woul d have the authority, even as a trustee, assumng we allow
that to go in.

MR. FREEMAN: O course. And that's what | hoped woul d
be the subject of this neeting so that we could file what you had
agreed to.

And we were -- and that's why we've been working so hard
totry to be of maxinumhelp to facilitate a deci sion today on
t hese thorny questions where we've tried real hard to work as your
Staff to provide the material. But it is time for sonme straight
tal k.

| have the utnost respect for this Board. |'mhere
pl eadi ng before you. But the Federal Energy Regul atory Conm ssion

has shown sone disrespect for this Board. They have rul ed



unfavorably on nost of the aspects of your jurisdiction.

And it is very, very inportant that we go to FERC with
t he best winning hand that we can. And that would be a filing on
behal f of the Independent |SO and the I ndependent Power Exchange,
a filing that has been fashioned by the classes of people that I
have every reason to believe you' re going to appoint to the
governi ng board so that we have the substance of the governing
board's views in the great bulk of this filing.

To the extent that it deals with the Oversight Board,
we're trying out best to get your judgnments before March 31st so
we can include themin the filing.

And if you haven't made a judgnent, we will say so.

But we are fully enpowered to nmake this filing on behalf
of the 1SO and the Power Exchange. And this is critical,
critical, to making the 1-1-98 deadli ne.

Most of this filing is tied in with the hardware and
software that has been ordered and is under construction.

In order on nmake the deadline we have noved ahead. And
the filing is part and parcel of the hardware and software except
for these policy issues that we're begging you to decide. There
really isn't a problemhere if we can just get on with the agenda
of this neeting.

MR. ROZSA: M. Chairman.

CHAIRMAN ANDERSON: Yes.



MR. ROZSA: Senat or Peace certainly understands and
agrees that AB 1890 didn't contenplate the trustee filing on
behal f of the ISO

However, AB 1890 did contenplate that the Public
Uilities Comm ssion would represent the interests of the I1SO --
of AB 1890 at FERC, and the Public Uilities Conm ssion has
appoi nted the trustee.

And so the trustee can be seen as an instrunmentality of
the Public Wilities Conmssion filing on behalf of the |ISO at
FERC as was contenplated in AB 1890.

He al so believes it's inportant not to delay the filing.
The consequences for a late filing for a 10-percent rate cut and
t he i ssuance of the bonds is sonething he takes very seriously.

At the sane tine, Assenbl ywonan Martinez suggested that
it mght make sense to split the filing and have certain el enents
of that filing carried over by the Oversight Board and ot hers
carried out by the 1SO which are within its conpetency.

And that's not a bad idea, particularly as regard the
representations nade to FERC regardi ng the functions of the
Over si ght Boar d.

He woul dn't have any problemw th a letter to FERC
advi si ng FERC of the schedule for the appoi ntnent of the actual
Oversi ght Board nenbers. But he wouldn't be in favor of del aying

the filing pending a review of the filing by the Oversight Board



-- the full filing by the Oversight Board.

MR. FREEMAN: | would just state again for the record
that the portion dealing with the Oversight Board is in draft form
in your hands. And whether it's nmade, you know, as part of our
filing or not is not the substantive issue.

If it reflects your views and your judgnent, it seens to
me that we | eave to the | awers exactly how t he package shoul d be
put together.

MR. PUGH: Vll, | think that letter's got totieinto
what we do to the Bylaws with regard to the --

MR. FREEMAN: Ri ght .

MR. PUGH: -- reference of the Oversight Board in the
Byl aws, which --

MR. FREEMAN: Correct.

MR. PUGH: -- the current draft | have has al nost no
reference at all.

MR. FREEMAN: It's not up to date because we're

awai ting your decisions to bring it up to date.

MR. PUGH: | understand that. But those are the areas
that we, | think, need to address.
CHAIRMAN ANDERSON: Vell, | would propose to defer the

question until we ook at the Articles of Incorporation and the
Byl aws and see if we have any problens there. And then | would go

on with the -- with the designation of the Board in the shortest



time possible, with due care, and see if we couldn't get a Board
in place in time to neet the March 31st deadl i ne.

How does that sound?

MR. COLEMAN: | mean, it sounds fairly practical to ne.
| -- obviously, some of these problens go away if there is a
boar d.

CHAIRMAN ANDERSON: Yeah.

MR. COLEMAN: | -- conversely, | -- there's no point in
trying to put sonmething together that's so hasty that it isn't
going to work, because, in the long run, this whole operation
needs to work.

So | think that there's a delicate bal ance.

Ei ther way, we're going to have to go through the
Articles of Incorporation and the Bylaws to be confortable before
anything is done. And that ought to be the first order of
busi ness.

And if we can progress down the road rapidly enough so
that it nmakes sone sense to ultinmately appoint a Board or, as you
suggested, a tenporary board, at the last neeting. Then we have
probably solved or satisfied the filing probl ens.

| -- | guess the ultimte question, again, is probably
one we'll get to ask at al nost every neeting: Wat happens if we
are a week |ate?

MR. FREEMAN: | think if you mss this deadline you' ve



told FERC that the State Law isn't the nost overriding
consi deration, the deadline is the nost consideration.

And peopl e that have worked at FERC in recent years tell
me that that would be a signal to themthat we -- that they don't
have to neet the deadlines. And that there's something very, very
i nportant about neeting their deadline.

You have no reason to believe that they won't reset the
date for a nonth or two nonths |ater.

MR. COLEMAN: Ckay. Let ne be a little bit nore
careful .

Wul d you rather submt a bifurcated two-part formon the
31st to FERC, because we're not quite prepared to do it? O would
you rather do it by April 15th, fully vetted and supported by a
Board of the --

MR. FREEMAN: That's a -- to ny mnd, a no-brainer.

W file by March 31st.

MR. COLEMAN: Ckay.

CHAIRMAN ANDERSON: Ckay. let's take up the
consi deration of the Articles of Incorporation and the Byl aws.

MR. COLEMAN: Can | just ask a quick question?

W're dealing wwth the ones that were drafted either
3-12 or 3-137?

CHAIRMAN ANDERSON: Yes. That's the last I've got, is
3-12.



MR. CAZALET: Yes.

MR. HEATH: The version that's before the Board today
is the draft dated 3-12. | understanding that --

CHAIRMAN ANDERSON: W' || take up the 1SOfirst.

MR. COLEMAN: M. Chairman, the one issue that has
al ready put on the table and probably the issue that's going have
nore | ong-reaching effects is this whole issue of how subsequent
boards of directors are sel ected.

MR. PUGH: Vell, can we start with the Articles,
because |'ve got sone problens with the Articles --

MR. COLEMAN: Sure. Co ahead

MR. PUGH: -- that | mssed. Go there first.

As | read the Statute, it appeared to ne that the rules
with regard to Article V on dissolution and who takes the action
and the rules with regard to the anmendnent of Articles in Article
VIIlI -- VIl should all relate to the Oversight Board havi ng an
i npact on those two areas and that the Byl aws should not be nerely
amended with the control of the Board al one.

I would want to add the Oversight Board as a body to have
approval with regard to the actions necessary and reasonabl e for
the continual reliable operation, what transfers are nade there,

i ncluding the sale of assets, et cetera.
And Article V and Article VI1 would add the Oversi ght

Board as the approving body of an anendnent to the Articles.



CHAIRMAN ANDERSON: M. Pugh, could you restate how
you woul d want it read or how you want it to read?

MR. PUGH: Vell, | haven't had tine to draft the
| anguage. But | would think in Article V where the corporation
can take action to transfer or distribute assets by either sale
that the Oversight Board shoul d have sonme authority for approval
of the transaction or be part of the entity that has to give
approval of the transaction before it can be conpl et ed.

It asks for the actions approved by the appropriate
governnental regulatory entities. And | would add the Oversi ght
Board as one of those entities.

CHAIRMAN ANDERSON: Yes.

[Comments off the record.]

ASSEMBLYWOMAN MARTINEZ: W know t hat FERC has sone
issue with our jurisdiction.

CHAIRMAN ANDERSON: Yes.

ASSEMBLYWOMAN MARTINEZ: But we're also fairly
certain, although FERC hasn't really described what the interim
period of tinme -- they acknow edge that we need to be in place to
acconplish setting this thing up, but they're not specific as to
what period of tinme that is.

MR. PUGH: vell, ny --

ASSEMBLYWOMAN MARTINEZ: W see an ongoing role for
t he Oversi ght Board.



MR. PUGH: Yes.

ASSEMBLYWOMAN MARTINEZ: "' mjust wondering whet her
or not your anendments --

MR. PUGH: Well, ny approach to this is this: That it
appeared to ne fromthe Statute that we have an over- -- the State
of California has said that we have an ongoi ng role.

ASSEMBLYWOMAN MARTINEZ: Correct.

MR. PUGH: Now FERC may not agree with that. But I
don't think that we can change that role that the State has
provi ded us wth.

ASSEMBLYWOMAN MARTINEZ: Tr ue.

MR. PUGH: Therefore, | believe it's necessary that we
put into the docunentation and the filing what we believe our role
should be in all of these issues.

Once that's submtted to FERC, if they don't like it and
want to throw us out, we can argue with themthere.

| think our point is that fromour body we're nmandated by
the State to take an aggressive posture in the situation and take
an aggressive role with regard to this whole restructuring
process.

And we can put that in there and then use the argunents
that we can put that the trustee has put in the letter formin our
draft pockets here to substantiate and support the need for our

role in the continuance and why FERC shoul d change their m nd.



But that's the approach |I'mtaking throughout all this.

ASSEMBLYWOMAN MARTINEZ: That makes sense.

CHAIRMAN ANDERSON: Counsel ?

MR. SALTMARSH: Vell, | keep getting the real
unanswer abl e questi ons.

Menber Martinez is clearly right. FERC has expressed
serious concerns over conflicting jurisdiction, particularly as
they relate to what FERC described as the ongoi ng governance of
t he | SO

The FERC decision itself only spoke to two of the three
roles of the Oversight Board that are set forth in Section 335 of
the Public UWilities Code.

I believe that was because FERC may have been relying at
that point on a subm ssion that was made in their proceedi ng that
tal ked about how the Phase | filings mght have to be adjusted to
accommodat e AB 1890.

The one role that was not addressed one way or the other
by FERC, other than as it rel ease to ongoi ng governance, was the
role in Section 335(a) to oversee -- that is the termthat is used
-- to oversee the Independent System Qperator and the Power
Exchange.

FERC expressly di sapproved of the ongoing role in
appoi nti ng nenbers of the governing boards and serving as an

appel l ate body to the governing board of the ISO



FERC expressly allowed a role for the Oversight Board in
initial start-up and determ ning of governance of the | SO

Where you are, | think, in conmplying with the California
Statute, there's clearing an inplication that the Oversight Board,
both in California Statute, has an ongoing role in determning the
governance of the SO in terns of the nenbership of the governance
and in oversight to ensure reliability, that there would be an
inmplied validity in exercising some authority over who took over
for the 1SO

But strategically I do think FERC is very nervous about
the extent to which this is seen as the ongoi ng governi ng
operation of the |ISQO

ASSEMBLYWOMAN MARTINEZ: However, doesn't our
Constitution require us to carry out the State's nmandate and isn't
Archer's proposed anendnents consistent with that charter?

MR. SALTMARSH: Qur Constitution absolutely does
require that we follow the Statute and the express provisions of
the Statute.

This issue that M. Pugh brought up seens to be a
legitinmate concern to the Oversight Board within the terns of the
Stat ute.

But there's nothing in the Statute that speaks to this
particular issue of dissolution or transfer, explicitly.

ASSEMBLYWOMAN MARTINEZ: Ckay. But to the extent



that the Constitution requires us to carry out the authority that
the State has granted us or mandated on us, it seens that this
woul d be conpletely in keeping with that position.

Additionally we tal ked last tinme about the possibility
that there would be |egislation comng forward at the federal
| evel that m ght take care of sonme of FERC s squeam shness on
t hese jurisdictional issues.

MR. SALTMARSH: That's a possibility.

It's difficult to divine what FERC s phil osophy w Il be
in the face of introduced |egislation, federally.

But | fully agree with you.

To the extent that we think that the terns of the State
Statute direct us to a particular role, this Board should conply
with that role, irrespective of FERC s opinion on that that's been
expressed. That is the California constitutional nandate.

This is alittle bit grayer area.

| think it is -- 1 wuld say that it appears to be a
legitimate issue to the Oversight Board. | don't know that that's
a statutory mandate to the Oversight Board.

ASSEMBLYWOMAN MARTINEZ: But at this point we could
go forward and adopt his recommendations if the nmenbers approve.

CHAIRMAN ANDERSON: Archer, would you put that in the
formof a notion --

MR. PUGH: | would do so. So noved.



MR. COLEMAN: Archer, you're including also the

required changes in Article Gl so that they can't reidentified

back --

t hose.

CHAIRMAN ANDERSON: Yes. |'d like to have both --
MR. PUGH: Yes.
CHAIRMAN ANDERSON: -- approval of OVSB on both of

MR. COLEMAN: "1l second.

CHAIRMAN ANDERSON: Al in favor?

VOICES IN UNISON: Aye.

CHAIRMAN ANDERSON: Al right. Thank you, Lew
Now | et's go back to your issue on the Byl aws.

MR. COLEMAN: M. Chairman, | don't know whet her or not

you want to flip through these page-by-page or whether you want to

take up the big issues.

CHAIRMAN ANDERSON: No.
MR. COLEMAN: So |I'mhappy to take directions fromyou

on what you'd like to do.

CHAIRMAN ANDERSON: | would like to address the issues

t hat we have.

MR. COLEMAN: Ckay. | guess the issues -- at |east the

maj or issues | have are -- the biggest ones are in Article 3,

probably Section 3.

And it's clearly the issue of whether or not creating a



corporation whose directors are elected solely by the classes that
are represented by the corporation or whether or not there is sone
ot her mechanismto get themel ected seens to ne to be sort of a
critical issue, not only a critical issue in terns of sone ongoi ng
role for this Board, but generally a critical issue.

And | think that to the -- | think that the issue of
whether or not in a nonprofit board the directors thensel ves ought
to be elected by various classes of people, thereby creating I
guess, on the one hand, probably sone |evel of direct
representation for the affected cl asses.

On the other hand, maybe not creating a board that can
wor k together or function together or operate together is part and
parcel of this delicate conprom se that has been worked out.

| guess | would feel nore confortable in terns of sort of
t hi nki ng about the broader issues in the State and thinking about
maki ng absolutely sure that this systemworked and that there were
sonme ways of fixing it if the directorship, which is fairly large,
got enbroiled in issues that couldn't possibly be solved to at
| east have this Board consider changing the words "el ected" to
"recommend,” or sonething |like that to this Board for fina
confirmation.

| think | would feel nore confortable. As | understand
the legislation that if we addressed the issue on the election of

directors to very carefully consider reconmendati ons fromthe



various classes, but ultimately have the right to accept the
recomrendati ons fromthose cl asses or not.

CHAIRMAN ANDERSON: Ar cher .

MR. PUGH: As | understand that, there would be a
recommendation that we either approve or di sapprove and t hat

basically this Board would not, on its own, insert a person on

t hat Board.
MR. COLEMAN: Yes. | mean ny sense is that, to sort of
keep the spirit of the conprom ses, | would be nore than happy to

accept the role of approving of disapproving, not of the role of
seeking, finding and changi ng.

[ Laughter.]

MR. PUGH: Right. | think that's a good idea.

CHAIRMAN ANDERSON: | think it is good. | think it's
good.

MR. ROZSA: M. Chairman, can | make a suggestion from

Senat or Peace at this point who agrees that that is the proper
thing. But woul d suggest that the nom nation process shoul d

provi de nore than one candi date for each position. That the Board
shoul d actually have an opportunity to sel ect anong the candi dates
that are put forward, rather than being nerely a rubber stanp for
t he candi date that would cone fromone specific sort of class and
woul d suggest that that nore than one candi date from each position

shoul d be represented?



ASSEMBLYWOMAN MARTINEZ: | don't know that the Board
woul d necessarily be a rubber stanp when a candi date cane forward.

If the Board was not happy with that selection, the Board
woul d sinply not approve and that party woul d have to cone back
wi t h anot her nomi nee.

If you asked for nultiple nom nees, and they don't have
mul ti pl e nom nees, then you create another set of problens.

So, perhaps, | think what we understand about our own
jurisdiction is that if they bring a nom nee forward that's not
accept abl e for whatever reason, we sinply do not approve. And
then you wait for the next nom nee.

MR. PUGH: | think it also presunes that there will be
a whole Il ot of people running for those jobs, and I'mnot sure
that's true.

[ Laughter.]

MR. COLEMAN: |'d al so presune that we woul d be the
appropriate body for making that difficult and fine deci sion.

| thought about that quite a bit. And it strikes ne that
if this Board, in effect, approves nomnations in a public forum
where there's adequate opportunity for people to object to the
nanes put forward, that we have probably pretty nmuch acconpli shed
t he task.

CHAIRMAN ANDERSON: Yes. | feel so.

MR. PUGH: You want ne to nake that as a notion, nove



that | believe anmended?

CHAIRMAN ANDERSON: Archer, do you nove it?

MR. PUGH: No. | asked Lewthat. That's Lew s notion.

MR. COLEMAN: | wonder if we should --

MR. HEATH: M. Chairman, before a vote is taken, may |
gi ve you some procedural advice here, that perhaps when a notion
is on the floor, that you would then allow for any parties to
coment on that notion before there's a formal action taken by the
Boar d?

CHAIRMAN ANDERSON: Yes. Right.

MR. HEATH: [t mght be hel pful.

And at |east perhaps offer the trustee and trustee's
counsel an opportunity to comment on the change and see what, in
fact, an inpact -- if there would be inpact of any note.

It's just a suggestion.

CHAIRMAN ANDERSON: Thank you.

Ckay. Any comments fromthe audi ence on that that

proposed change?

Counsel ?
MR. SALTMARSH: | don't know that there's a | egal
issue. | think, as you've described it, if it were stated in the

Bylaws it would neet the statutory requirenent.
CHAIRMAN ANDERSON: Ckay.

MR. ROZSA: Personal information here.



Have we defined what the function of the Oversight Board
isinthis particular case, or have we sinply pointed out here
that the governing board will include governors that are
r econmended.

W haven't gotten to the point where we're tal king about
what the --

CHAIRMAN ANDERSON: Overall --

MR. ROZSA: -- Oversight Board does with respect to
this recormendation. |s that correct?

MR. COLEMAN: Vll, ny intent was to suggest that this
Oversight Board be the final authority on the approval.

MR. ROZSA: Right.

MR. COLEMAN: That it does not go to any ot her pl aces

MR. ROZSA: No, right. That's ny understandi ng, too.
But you only suggested a change in this particular word here,
"recommended, " and we don't have --

MR. COLEMAN: Yes. M/ intent is --

CHAIRMAN ANDERSON: It's overall.

MR. COLEMAN: Yes, it's overall. | don't --

MR. HEATH: Maybe part of the notion, M. Chairman,
shoul d be directing the Staff to draft suggested | anguage or
| anguage for this --

CHAIRMAN ANDERSON: Al right. Yes.

MR. HEATH: -- so we can help nove this al ong.



| think we have the concept down and t he concept ual
approval of the Board to direct the Staff would be sufficient for
us to draft the | anguage that woul d be satisfactory.

MR. COLEMAN: | guess the conpanion set of issues is
t he i ssues about whether or not we have the appropriate classes or
can change cl asses or whether or not classes need to be shuffled
and who has the authority to do that.

My understanding is that essentially, with a two-thirds
majority vote of the existing governors, they could change the
cl asses under the Articles of Incorporation or under the Bylaws in
this particul ar case.

And | wonder whether or not in sone respects we woul d
like the Oversight Board to either reserve the opportunity to
ultimately approve changes in classes or to require changes in
classes if, for sone reason, we felt those classes were not
representative of the people affected in the State of California.

ASSEMBLYWOMAN MARTINEZ: That certainly sounds |ike
it should be within the review of the Oversi ght Board.

MR. PUGH: Yes, | agree with that, Lew, very
definitely. That, you know, no class changes shoul d be nade
wi thout to Oversight Board's approval and the Oversi ght Board
should retain the right to nodify or change cl asses.

CHAIRMAN ANDERSON: Ckay.

ASSEMBLYWOMAN MARTINEZ: Sort of make it a



recommendati on based on two-thirds vote to the Oversight Board is
what you're going to do there?

MR. COLEMAN: | think that --

CHAIRMAN ANDERSON: Rest at e t hat

ASSEMBLYWOMAN MARTINEZ: They' re going to nmake a
recommendation to the Oversight Board. It will have to have like
a two-thirds approval to be recommended to the Oversi ght Board.

CHAIRMAN ANDERSON: Ri ght .

ASSEMBLYWOMAN MARTINEZ: And then ultimately the
Oversi ght Board approves or di sapproves.

MR. COLEMAN: I'd like to sort of debate that one a
little bit.

My sense is that if the Oversight Board has ultinmate
authority to approve it, then two-thirds mgjority vote i s not
required.

And the only reason I'ma little bit sensitive to that,
and it may not be entirely applicable in this case, but two-thirds
majority votes on boards of directors that are 25 and 30 nenbers
that represent lots of different classes may well |ook like trying
to get the California budget approved.

[ Laughter.]

MR. COLEMAN: And |"mjust afraid that the
dysfunction --

ASSEMBLYWOMAN MARTINEZ: You like to hit us where it



hurts, huh?

MR. COLEMAN: Ch, | think we've all suffered that one

But | do think that there's an el enent of dysfunction.
think there's an appropriate elenment for -- there's an appropriate
time for two-thirds vote, which is clearly a tinme when you want
protect mnority interests.

There's also a tine when it's going to create a
dysfunction. And we're tal king about very active, large
corporations in the day-to-day business of running |arge
busi nesses.

And so ny sense is that if the Oversight Board has sone
jurisdiction over changes in classes that recommendati ons from
either of the corporations by a sinple majority of their directors
is sufficient to protect the class.

ASSEMBLYWOMAN MARTINEZ: But al so | understand that
the intent of the two-thirds vote was actually not to hold things
up but so that the classes could not get together and, let's say,
i sol ate anot her cl ass.

The reason you'd want two-thirds vote before it cane to
us i s because there sone very strong consensus, not just a sinple
majority vote, that this ought to happen.

My concern is that then, let's say, the custoner class
was the isolated class, that the other classes could then nake a

nmotion and bring it to us, that we ought to decrease the nunber of



partici pants there.

So | nean there's a purpose for the check and bal ance.
Sonetimes it is called a tyranny of the majority.

MR. SALTMARSH: M. Chairman, | would sinply suggest
that if a class change was going to require ratification fromthe
Oversight Board, the Oversight Board could certainly consider the
wei ght of voting strength or the participation of classes in
maki ng that reconmmendati on.

| have a certain anxiety about trying to direct into the
Bylaws that -- fromthe Oversight Board that a certain governing
board voting requirenent would be necessary to bring that
recommendati on forward, because | think that gets into an area
that traditionally would fall within what's defined as the
oper ati onal governance of the corporation, which is the area where
FERC is clearly concerned about too intrusive a role by the
Over si ght Boar d.

| don't think and I don't think anything in the Statute
requires us to do that.

And it appears to ne that if what the Oversight Board
wants to do is ensure that, once it's approved the governing
structure, that can't imediately be changed to sonething entirely
different.

The ratification of a change itself is sufficient to do

that without requiring any certain nmechanismwthin the corporate



governance to bring a recommendati on forward.

CHAIRMAN ANDERSON: Al in favor?

VOICES IN UNISON: Aye.

CHAIRMAN ANDERSON: Next questi on.

MR. PUGH: Section 13 in Article 111, the vote for
di ssol uti on.

Vell, let's see, W covered that one.

CHAIRMAN ANDERSON: What page are you on?

MR. PUGH: That's on page 17.

| believe that we shoul d again have the dissolution can't
occur w thout the approval of the Oversight Board.

CHAIRMAN ANDERSON: | think that follows fromthe
Articles of Incorporation.

MR. PUGH: Yes. Well, | think it should be spelled out
in both places.

CHAIRMAN ANDERSON: Yes, right. Ckay.

Motion to that effect?

MR. PUGH: So noved.

MR. COLEMAN: Second.

CHAIRMAN ANDERSON: Al right. Al those in favor say
"Aye. "

VOICES IN UNISON: Aye.

CHAIRMAN ANDERSON: Ckay.

MR. COLEMAN: | just want to talk a little bit about



terns, which are back on Section 6 on page 14.

CHAIRMAN ANDERSON: Ckay.

MR. COLEMAN: | think having three-year terns and
havi ng staggered three-year terns to get started is probably
appropriate. But it is sort part and parcel of the core of the
governance here. So | thought we would at |east raise the issue
to see if anybody had any other feelings about it.

ASSEMBLYWOMAN MARTINEZ: I was just wondering whet her
or not -- | think one of the issues that we have to deal wth,
we're going to create this structure and hope that it works, at
| east we plan that it wll.

But if does not, if we find that we have an inbal ance in
the way that we've created this thing and it doesn't work as well,
do we have, at least for the initial start-up period, soneplace
where we m ght have to re-ratify the appointees or do sonething --
take an affirmative action to leave it in place.

I mean do we have a way of dealing with the possibility
that we m ght not have created the proper structure? That we
m ght need to revisit how we -- you know, whether or not we need
ot her positions or |ess positions?

"' mjust wondering whether or not we're | eaving ourselves
sonme room

You know, one of the things that the FERC i s cl ear about

is that we're here for the start-up period. That part they got



right.

And the idea is that if there have to be changes and
nodi fications that we ought to give ourselves, at least in the
start-up period, the opportunity to do that.

And I'mwondering if we sinply cone in with the staggered
and say that this is a two-year appointnent, that we m ght not be
renoving our ability to adjust to the changes that we mght |ater
on need to nake.

MR. COLEMAN: | mean maybe there's sort of a m d-point
there. And that is to go back to the suggestion that possibly the
initial board serve a fixed termfor a limted period of tinme and
then roll into the rest of the board.

CHAIRMAN ANDERSON: St aggeri ng.

MR. COLEMAN: And at | east we coul d have one shot at
saying, "Ch, gosh, this doesn't |ook too good," particularly given
the fact that the activities of the corporation between now and
January 1st, 1998 are going to be a bit different than the
ongoi ng.

ASSEMBLYWOMAN MARTINEZ: Ri ght.

MR. COLEMAN: So maybe what we ought to do is to see
whether or not it's appropriate to put in the Bylaws the notion
that we can have a board which coul d conveniently get reappointed
all at once at the end of the year, or sonething |ike that.

ASSEMBLYWOMAN MARTINEZ: That sounds reasonable to



MR. PUGH: Set initial board for one year and
t hereafter adopt Section 6.

MR. COLEMAN: O until January 1st, or sonething |ike
t hat .

MR. PUGH: O | mean, yes, till January 1st, '98.

MR. COLEMAN: Actual |y we probably ought to make it
February 1st, --

MR. PUGH: Yes.

MR. COLEMAN: -- in case we can't neet over Christnas
or sonet hi ng.

MR. PUGH: And t hen adopt Section 6 for the bal ance
with the three-year staggered terns?

MR. COLEMAN: Yes.

MR. PUGH: | guess --

MR. COLEMAN: The only other question in Section 6 that
we mght want to just notice is the terns are unlimted.

MR. PUGH: Yes.

MR. COLEMAN: And for a corporation that clearly has
very inportant duties as far as public benefit is concerned. |
just sort of question whether or not it's appropriate to have
unlimted terns.

| have no problens having lengthy terns. | don't want to

get in a huge debate about termlimtations. But --



ASSEMBLYWOMAN MARTINEZ: I'd weigh in on that.

MR. COLEMAN: Yes. But | just wonder whether or not it
woul d nake sense to put some limt on the terns.

I think particularly in the nature of public corporations
the nore people that ultimately participate the better off you
are. And creating sone turnover may actually create a stronger
publ i c corporation.

ASSEMBLYWOMAN MARTINEZ: | would agree with you that
there should be sone termlimt onit. And | would al so agree
with you that it should not be a short termlimt.

CGee, you know, six years goes by pretty fast. And when
you're trying to deal with big public policy issues, it just
doesn't work too well.

So | would think sonmething closer to ten years m ght be

nore appropri ate.

MR. COLEMAN: |'d have no --
ASSEMBLYWOMAN MARTINEZ: But | -- that's arbitrary.
MR. COLEMAN: -- no problens with four terns.

MR. PUGH: Maxi mum of ten years.

MR. COLEMAN: O 12. Make it 12, if they're three
years.

ASSEMBLYWOMAN MARTINEZ: Twel ve terns.

MR. PUGH: Yes.

MR. COLEMAN: Four terns.



MR. PUGH: Four terns. Twelve years.

ASSEMBLYWOMAN MARTINEZ: Then four terns.

MR. PUGH: That sounds good.

CHAIRMAN ANDERSON: What about the thought that
initially --

MR. SALTMARSH: I don't know if anyone is going to
want to do it tw ce.

[ Laughter.]

MR. PUGH: W may be lucky to find someone to do it for
four terns.

CHAIRMAN ANDERSON: Initially you woul d propose that
the first termwould end on when?

MR. COLEMAN: Oh, sonething |ike February 1st of 1998.

CHAIRMAN ANDERSON: Yes.

MR. COLEMAN: At least | find that suggestion
appealing, given all we're trying to cramin and get done.

ASSEMBLYWOMAN MARTINEZ: Yes, it makes sense.

CHAIRMAN ANDERSON: May | suggest that we, since we're
trying to get the first termin effect on April 1st to nmake that
March 31st.

MR. COLEMAN: Sure. Yes, | don't have a problemwth
that. | don't have any problens sort of --

MR. PUGH: That's no probl em

MR. COLEMAN: -- noting themas interimterns and, --



CHAIRMAN ANDERSON: Yes.

MR. COLEMAN: -- you know, putting sone date on.

CHAIRMAN ANDERSON: Yes. (Kkay.

Al in favor?

VOICES IN UNISON: Aye.

MR. HEATH: M. Chairman, you mght want to ask if
there's any comments on that proposal.

CHAIRMAN ANDERSON: Yes. |'msorry.

Any conmments on that?

There bei ng none, so ordered.

Next .

MR. COLEMAN: The provisions of the Bylaws, which is
sonewhat standard in corporations, require reelection of al
of ficers annually.

CHAIRMAN ANDERSON: Um hum

MR. COLEMAN: Now it's probably appropriate. But |
don't think it always sends the best nessage.

| could certainly -- | nmean this is a very fine point,
but | certainly would not mnd having |onger terns for the
el ection of officers.

ASSEMBLYWOMAN MARTINEZ: After the first start-up
period, yes.

MR. PUGH: Sur e.

MR. COLEMAN: VWll, | don't know. | nmean we're sort of



m cronmanagi ng the details at them | don't knowif we need to
change the rul es.

ASSEMBLYWOMAN MARTINEZ: Vell, we're just --

CHAIRMAN ANDERSON: Every three years

ASSEMBLYWOMAN MARTINEZ: -- keeping in mnd that it's
a start-up period that we mght find that it's appropriate at that
point. But going down the road, it probably would be better if
they were able to be there | onger.

MR. COLEMAN: | mean generally if people need to be
di scharged, you don't wait for the annual neeting. And if they
don't, why wait.

MR. SALTMARSH: M. Chairnman?

CHAIRMAN ANDERSON: Yes.

MR. SALTMARSH: Once, again, | don't know the feeling
on this issue of the people who have drafted these docunents.

This is one of them as M. Col eman suggested, that is
getting into the managenent and noving away fromthe governi ng
boards thensel ves as policynaki ng bodi es.

And while this Board m ght nake a reconmendation on it, |
think we're going into a gray area to try to i npose the Oversight
Board's will at the |level of nmanagenent of officers by the
gover ni ng boards.

MR. COLEMAN: Wiy don't we just ask the trustee to

reconsi der that. It's fine with ne.



MR. FREEMAN: |' menbarrassed if these Byl aws suggest
that there be an annual renewabl e of the managenent.

| somehow had the inpression that we were speaking of the
officers of the Board.

MR. PUGH: R ght.

MR. FREEMAN: But if you' re intention was to go beyond
the president and vice president of the Board and get into the
wor ki ng people, we can't recruit.

And | don't think that was your intent.

MR. SALTMARSH: Ch, we're referring only to the
officers on the Board itself.

MR. PUGH: Yes, right. The officers of the Board
itself.

MR. FREEMAN: Yes, then that's entirely up to you all.

MR. PUGH: Yes.

MR. SALTMARSH: Yes. Then | wthdraw what | had sai d.
| think that is back within the governance scope.

CHAIRMAN ANDERSON: | have a question to raise.

The boards of the ISO and the PX, as recommended, contain
sonme of the sanme people. Are their interests intertwined to that
extent so that we could have that sane people on the boards, on
bot h boards?

MR. FREEMAN: Sir, all | can say is that we've had the

sane people, sone of the sanme people on both the advisory



conmttees. And their expertise has been extrenely val uabl e.

There is a religious belief that the Power Exchange and
the |1 SO shoul d be separate. And we've tried to be faithful to
t hat .

But it just strikes nme that there is a critical mass of
tal ent of people that have worked together and that have
know edge.

And if the classes want to nom nate the sane person for
each board that | would urge you, in your discretion, to permt
it. A though we certainly shouldn't have a mgjority that's on the
sane.

And | think that it's a mnority.

MR. PUGH: | was going to say if you allow that to
occur, we mght save a whol e bunch of dollars and just have one
or gani zat i on.

MR. FREEMAN: Vel |, you just have one trustee. And |
hope that saves you sone noney.

[ Laught er. ]

MR. FREEMAN: Al t hough Ms. Martinez mght say we could
do with one | ess.

[ Laughter.]

MR. PUGH: And if you had the sane bodi es on both
boards and end up totally conplenentary with each other, it

woul dn't make sense to have two boards.



MR. FREEMAN: That's correct.

MR. PUGH: So | nean your comment, may be it is correct
that if we structured it so that you couldn't have a majority of
t he sane individuals serving on both boards, that you would, at
| east, have sone i ndependence between the boards and therefore
work it out.

| was trying to envision what conflicts could arise
between the two entities and their operation as to whether or not
sonebody coul d be wearing two hats and have a real problemwth
hinsel f or herself. But |I'mnot sure.

| couldn't quite figure out where that would fall apart.

ASSEMBLYWOMAN MARTINEZ: I think it's just proper
caution to ensure that, even if that m ght happen, that at |east
by not allowing a majority, we've created sone kind of a failsafe
for it. Then if we have to deal with it later on, we can. But at
| east we've put sonething in place, a safety net, if you will.

MR. FREEMAN: M. Chairman, there is a code of conduct
that | think also --

CHAIRMAN ANDERSON: Yes.

MR. FREEMAN: -- isrelevant to this

CHAIRMAN ANDERSON: | s there any comment fromthe
audi ence?

Yes.

MR. FREEMAN: Sonebody on both boards, | guess



[ Laught er. ]
MR. FLORIO: Yes, sir. Mke Florio from TURN.

I think you may have a problemw th some of the -- at
| east the custoner classes where there are very few peopl e that

have been involved in this process.

| mean there are -- essentially there are three seats
that are designated for residential and there are only two hunman
bei ngs who have been involved in this process.

So if you have an absol ute bar on serving on both, we'd

have a problem But |I'm--

CHAIRMAN ANDERSON: Do you have a problemw th the

maj ority?

MR. FLORIO: I haven't run down the list to see how
many -- It seens like there's sone overlap. Wiether it rises to
the level of half, I'mjust not sure w thout counting up.

| mean, the 1QUs it's conplete overl ap.
The nunis, there's no overl ap.
Nonutility generators, there's quite a bit of overlap.

Sonme anong the end-users.

The other problem | see is: Suppose each class nom nates

its people and you end up with one too many on both boards, who's

the one that has to give up, so that actually inplenenting it is
little bit difficult. But --
MR. SALTMARSH: M. Chair?

a



| think M. Florio has inplicated what in ny mnd is a
very real issue in trying to work this proposal

If it were put into the governing docunents, we would be
in a position where, with staggered cl asses, we m ght have
i ncunbents on the board who then bl ock certain nom nees from
com ng forward.

I think this mght be a different issue in the real world
for different classes, different to one class than it is to
anot her.

And the directors of each corporation are going to be
subject to the normal duties of directors of corporations
everywhere of having an undivided duty of loyalty to the
corporation if there did turn out to be a conflict of the
interests of these two corporations.

| think, in dealing with this issue, this policy of not
sharing a majority of board nenbers, it may be a very valid
policy.

But to the extent that the selection of board nenbers for
future vacancies is anmended to bring a ratification role to the
Oversight Board, perhaps that woul d be an appropriate policy for
the Oversight Board to have so that on nore of a case-by-case
basis you coul d consi der what the inpact would be on a cl ass.

Because | think we get into a difficult area if we try to

wite it down and such a way that says certain classes m ght not



be able to cone forward with particul ar people as nom nees.

ASSEMBLYWOMAN MARTINEZ: And at the sanme tine it's,
with all due respect to M. Florio, | think sometines what happens
is there's a representation that there's only certain persons that
represent a certain class when, in fact, there's naybe a greater
body out there.

And woul dn't creating those possibilities then allow us
to find other persons?

Il mean | really think you discourage that to the extent
-- | think the reverse of what you said is going to happen.

I think people who m ght have participated in this venue
and who would like to participate are necessarily bl ocked out by
t hose that have | ong-established turf, notw thstandi ng, you know,
their ability to represent. So | think it's quite the opposite of
what you say.

MR. SALTMARSH: Vell, we would be in a situation
where, for instance, if the sane class had a vacancy occurring
simul taneously, that the class -- or, indeed, two different
cl asses who, for some reason, they' re not precluded from
nom nating the same person on one board to represent one class and
on another board to represent another, since these are individuals
represented, we would have to define a rule that precluded that
from happeni ng sinultaneously for two different corporations.

Wiereas, if it is a policy at the Oversight Board | evel



the Oversight Board would know if this came forward fromtwo
corporations, rather than having the corporations try to
coordinate with one another and keep track of who was on the other
board before they could nake a nom nati on.

I"monly worried about the workability of trying to wite
arule into one corporation's bylaws that woul d force that
corporation to predict who mght be comng forward si multaneously
in nomnation from anot her corporation.

MR. COLEMAN: Boy, | don't have a good -- nmaybe that's
why we tried to retain sone authority here on the ultimte
el ection of directors.

CHAIRMAN ANDERSON: Vell, I'lIl pass on that, because
-- and maybe we, on the Oversight Board, could have an
under standi ng that we woul d approach the policy of not having over
50 percent on the board overlap. And | think that's a good way to
do, it because of the counsel's recommendation that you'd have to
have interlaci ng Byl aws.

MR. SALTMARSH: I"'mmnerely worried that if you have an
extra person and you have rule in each corporation's governi ng
docunent that you cannot have that, then you get in the situation
of having to reconcile as between the corporations' rules, which
one the person's ineligible to be on.

Wereas, if the Oversight Board is exercising a

ratification, the Oversight Board can do that in its procedura



di scretion on that policy.

CHAIRMAN ANDERSON: Ckay. Thank you. Sobeit.

MR. HEATH: So, M. Chairman, then we'd wite that up
as a policy of the Board with 50 percent, and that's your
directive to Staff on that?

CHAIRMAN ANDERSON: No, no. No.

No. Yes.

MR. PUGH: The policy for our Board

CHAIRMAN ANDERSON: For the Oversight Board.

MR. SALTMARSH: Ri ght.

CHAIRMAN ANDERSON: Yes.

MR. PUGH: Right.

CHAIRMAN ANDERSON: For the Oversight, right

MR. SALTMARSH: Thank you, M. Chairman.

MR. PARKER: M. Chairman, ny nane is Ross Aark fromR
and B Associates. And |I'mone of the nom nees for the Power
Exchange.

But one thing you mght consider is the fact that not
only are the sane people sitting on the different boards, but you
al so have the sane affiliations. In sone classes that's
unavoi dabl e, such as the |1 QU perhaps, the municipal utilities, and
so forth.

However, you get to other classes, such as the

agricultural end-users, and I'mnot singling one out, but they



have people fromdifferent organi zati ons on each of the different
boar ds.

A policy that you mght suggest is not tolimt the sane
people sitting on the sane board or, indeed, even in the sane
organi zations, but perhaps to limt the fact that no officer of
t he board shall cone fromthe sane organization

For instance, a chair or a vice-chair of each of these
governing boards. So that if your problemis control froma
particul ar organization, | don't think that would go away if you
have two people, one fromthe 1SO and the PX, in the sane
organi zation, you still have the sane probl em

So what | woul d suggest is perhaps you have the officers
cannot serve fromthe sane organization from each board.

CHAIRMAN ANDERSON: You run into the same probl em
t here.

MR. PARKER: In other words, what |'m suggesting is
that if you have the sane |1 QU people -- and, again, not to pick on
the 1QU cl ass, but they've nomnated the sanme people for each
board, nerely by saying soneone el se fromthose organizati ons,
because that's limted to three as it is, soneone el se fromthose
organi zations, your problemstill does not go away.

What m ght go away is perhaps the officershi ps or sone
ot her --

CHAIRMAN ANDERSON: Sure, sure.



MR. PARKER: -- exercise and control the boards.

MR. SALTMARSH: It is a concernin drafting terns
because of having two different corporations and having a
cor porate docunent for the Power Exchange, the California Power
Exchange Corporation, that says you can't be an officer on this
corporation if you're affiliated with any officer on the other
cor por ati on.

VW can |l ook into that further to see how awkward we think
that issue is and nake a recommendati on back to the board.

MR. PUGH: | don't know. It would appear to ne that
the sel ection process of an officer in those board -- corporation
wi th the nunber of bodies you' ve got involved woul d be sonmewhat
sel f-policing thensel ves unless they really decided that was the
proper person to do it.

MR. PARKER: That was really ny intent in throw ng that

out .

MR. PUGH: Yes. You get an awful |ot of votes there
for that --

CHAIRMAN ANDERSON: Thank you.

MR. PUGH: -- to happen in both situations w thout
sonebody - -

MR. PARKER: Wiet her you'd want to codify that is up to
you, but that's a suggestion. Having dealt with nulti-faceted

boards nyself, that usually is the effect, but not the real --



CHAIRMAN ANDERSON: VWe'll watch it fromthe Oversight
Board. Thank you.

Further questions, further suggestions?

MR. PUGH: Erik, was ny comment today on item 18,
Section 18 on interested persons cleared up? D d you talk --

MR. SALTMARSH: | think it's being cleared up by just
drafting comrent.

MR. PUGH: Ckay. That's what | thought about |ater
t hought it mght save us a | ot of noney because none of the
governors could take any noney.

MR. SALTMARSH: | ampassing it along as a drafting
consi stency comment, and | think if it comes up wthin that --

CHAIRMAN ANDERSON: Just want to nmake sure it got --

MR. HEATH: Yes, M. Chairman, just a couple other
matters.

In the | ast week we had recei ved nunerous correspondence
as aresult of the filings that the Board requested. Part of the
concern that's been raised in those filings is that the various
cl asses and those who are entitled to participate in those cl asses
have not been notified by the class. |In fact, these
nom nati ons are goi ng forward.

I think the Board should consider, in its review of these
Byl aws, of howthe entities are identified, are entitled to

participate in those various classes.



|"ve gone over the Bylaws. | cannot discern how, in
fact, one becones a nenber of a class and who notifies you if, in
fact, you are eligible for that class.

And we do see references throughout the docunment that the
secretary of the |1SO board and the PX maintain lists, but we don't
know how those |ists are prepared.

And | think that we should get sonme explanation fromthe
trustee and trustee's counsel of how these entities are identified
and those lists are updated. And so there's nore of an open
participation in those cl asses.

ASSEMBLYWOMAN MARTINEZ: Vel |, also specifically as
it applies to residential, it does severely restrict residenti al
participation if it's only those persons or entities that have
participated in the regulatory process twice in each of the two
years prior to their being eligible to serve.

And it seens that, if you | ook at residential and think
of it in the broader sense, | nean residential mght well be
represented by sonebody froma senior citizens' group or any other
nunber of other residential users, and yet -- | guess M. Florio's
concern would cone honme to roost if you used only this as a
paraneter for allowi ng residential end-users. And that's true of
nost of the end-user groups.

If you |l ook at the end-user categories, they're

restricted by those who participated in front of the Public



Uilities Conm ssion.

Let me tell you that when | worked for an outside entity
t hat appeared in those proceedi ngs, one of the things we knewis
that we were a very rare breed, indeed, because of the anount of
overhead it cost our conpany for us to participate, that even
t hough there m ght have been those that should have been invol ved
as an end-user group, they were not because they didn't have the
econom c neans to do that.

It doesn't nean they weren't well qualified and they
shouldn't be allowed in that venue, it's just that they didn't see
that process as working well for them

So | think that when we | ook at the end-user groups
entirely, specifically in residential, that we really tie our
hands by Iimting it specifically to those persons who had been
participating in front of the Public Wilities Comm ssion over the
| ast two years and requiring that they be in two different
pr oceedi ngs.

MR. COLEMAN: M. Chairman, | think it's -- | think
this is one of those extrenely inportant issues that naybe we
cannot put down in the Bylaws in detail.

And, in essence, maybe what we ought to do is satisfy
oursel ves that the Bylaws will encourage the corporations to
determ ne what the right classes are and encourage everybody to

cone forward, but ultimately rely on the fact that we wll have to



hol d public hearings on the candidates, and will have an
opportunity then to hear fromthe affected classes to determne
whet her or not they believe they're represented, as one of the
i ssues that would clearly come up in a hearing.

ASSEMBLYWOMAN MARTINEZ: But the problemis that as
they are currently structured, these Bylaws, as they pertain to
the residential class, would nean that you wouldn't necessarily
even be able to pool or poll those people who mght be left out.

The list that -- | think it's easy enough to go to the
Public Wilities Comm ssion and find out who's appeared before
them and i n what venues over the |ast couple of years to qualify,
but then you're only asking those people who would al ready be
included in this class if they thought that was fair.

You woul d not be asking, for instance, your senior
citizens' groups who mght think it was very inportant to
participate --

MR. COLEMAN: Yes. But, | nean, you know, the other
problemis that the other way to get around it is to disqualify
honel ess people. Therefore, everybody else is in the residential
cl ass by definition.

[ Laughter.]

MR. COLEMAN: | nmean seriously, yes, it is an enornous
problemto try to describe --

ASSEMBLYWOMAN MARTINEZ: It is. But we've taken a



different extrene. | don't think we need --

MR. COLEMAN: Yes, --

ASSEMBLYWOMAN MARTINEZ: -- to go to your extrene,
neither do | believe that this extreme works well.

I think that we ought to attenpt to deal with the
residential class in nmuch broader terns than their appearance
before the Public Wilities Conmm ssion.

Let me also tell you that | have seen advocates for
residential users who are just not qualified to be here at all,
but they were the only ones that happened to neet this criteria of
appearing before the Public Wilities Conm ssion.

I think that this is just so limting that we're not
going to even get a pool of good people who mght want to
participate and that we ought to -- | understand --

MR. COLEMAN: Well, at that point we can, in effect,
say we're not approving the --

ASSEMBLYWOMAN MARTINEZ: No. But -- excuse ne -- the
problemis that by adopting these Bylaws as they're witten, even
if we say we're not going to approve them you're still only stuck
with that limted pool. And the objective ought to be to expand
t he pool .

And it's so limted this way. | nean --

MR. COLEMAN: Vell, why --

ASSEMBLYWOMAN MARTINEZ: -- | operated in that venue



for about 17 years. And let ne tell you that during that tinme we
know that the participants were very few in nunber. And they
certainly were not reflective of the talent or the people that
ought to be there. They were just reflective of the people that
had the dough to get there.

MR. COLEMAN: Yes. No, listen, | think you' re raising
a good point. Maybe the best solution is to suggest back to the
trustee that they could inprove the | anguage there to --

ASSEMBLYWOMAN MARTINEZ: That woul d be --

MR. COLEMAN: -- to ensure. And then we'll see what
happens, because --

CHAIRMAN ANDERSON: Find sone way to expand that.

MR. COLEMAN: | don't feel up to a drafting session.

ASSEMBLYWOMAN MARTINEZ: No, no. | feel fine with
that, too. As long as we're dealing with all end-user classes, |
think that that's sonething that we need to look it upin --

MR. FREEMAN: | have the privilege of saying that |
agree with Ms. Martinez, that she has a very good point there.

ASSEMBLYWOMAN MARTINEZ: Thank you, M. Freeman

SENATOR PEACE: M. Chairman, |'m Steve Peace, a
Senat e nom nee --

ASSEMBLYWOMAN MARTINEZ: No. He's Steve Peace

SENATOR PEACE: -- in John C. Peace's stead.

Your Honor, subject --



CHAIRMAN ANDERSON: Visitor.

SENATOR PEACE: Your Honor, the subject matter in
which I would also like to concur with Assenbl yworman Marti nez
concern. | think that the Board al so needs to direct
the work product to be altered in such a way as to assure that
nore than one nom nee for each qualified position cones before the
Boar d.

To have the authority to approve froma pool of
selections in which there's no choice is to, in effect, take away
the authority of the Oversight Board to nake the nom nati ons.

So | woul d hope also that the Board woul d chose to direct
Staff to change the work product to require that there be choices
for the Board to select fromin naking the appoi ntnent.

The intention of the legislation was clearly to have the
Oversight Board select the |1 SO and PX actual governi ng boards.
The intent was not to default that decision to a group of private
fol ks who had been neeting w thout any public scrutiny.

And while | applaud their work product and think they' ve
done an extraordinary job in getting us to this point and |I' m not
critical in one iota in terns of what they have brought to us, it
does -- the work product clearly shows the natural human instinct
to self-select. |It's sort of the cloning problem W tend to al
want to clone ourselves. And --

CHAIRMAN ANDERSON: What woul d you suggest in the case



of the 0OJ? Their conpani es have probably nom nated --

SENATOR PEACE: In ny view they need to nom nate nore
t han one person for each of the -- | nean there should be at |east
two peopl e nom nated for each position.

And this Board should have the opportunity to be able to
| ook at their resunmes and consider the argunents that are advanced
for each of the nom nees, and be able to select fromthe two.

To have a nere -- having been in the position many tines
to, as a Senator, to approve or disapprove of the Governor's
appoi ntnents to various boards, I"'mnore than intimately famliar
with the Hobson's choice that we're often left wth.

And while it would be ny expectation that clearly the
various classifications, there'd be a preference indicated in
terns of the options that are put before us. And ny guess is that
99 percent of the tinme we'd probably conme to a concl usion of going
wi th those recommendati ons.

| think it's inportant that the Board -- and it's in the
interest of those entities, too, that they have a second choi ce.
It keeps us frombeing in a position in which the consequences of
not approvi ng soneone neans having to go to a second board
nmeet i ng.

It's better to have: Here's our second choice, and
giving us the opportunity to say, "W don't |ike your first

choice. W'Il go with your second choice," or forcing the agenda



to still a third neeting or second neeti ng.
ASSEMBLYWOMAN MARTINEZ: Vell, what if those two
i ndividuals were already cloned? | nean certainly we've seen
corporate culture --
SENATOR PEACE: They are likely to be. Right.
ASSEMBLYWOMAN MARTINEZ: -- so strong that we really
are, in effect, looking at the same individual.

SENATOR PEACE: They are likely to be. And froma

practical perspective, -- | mean one could say you need to have 50
for each position. | nmean | just would at least |ike to have a
choi ce.

| don't want to be in a position where, when this Board
exercises its judgnent in terns of approving or disapproving of an
i ndi vidual -- and, parenthetically, |I think it's extraordinarily
inmportant that the Bylaws clearly reflect the fact that it is an
appoi nt nent - and- sel ecti on process that is made by this Board, not
nmerely an approval process. |It's a very inportant distinction.
And that those people do not begin to serve.

Unli ke, for exanple, you three gentlenmen who serve
pendi ng Senate confirmation. And you continue to serve until the
Senate affirmatively takes up that action. That is not what the
Legi sl ature contenplated this kind of circunstance to be.

This Board, this Oversight Board, has the authority to

appoi nt those nenbers. And it is inportant that you keep the



distinction in the Byl aws so that nobody begins to serve until
t hey' ve been appointed by two out of three votes of this Oversight
Boar d.

And given that, at |east having two options neans that
you're not --

ASSEMBLYWOMAN MARTINEZ: G oning or cloning --

SENATOR PEACE: -- stuck in the situation of saying
"Cosh, we're going to have no choice but to either approve this
person or look at it in the next nmeeting when they can come up for
the second choice.” At least there's, you know, an in-between
opti on.

ASSEMBLYWOMAN MARTINEZ: Vel |, actually that was the
di scussion that we had, that there was a possibility that if they
only nom nated one individual and that individual was not sonmeone
that the Board would see in that position, that the Board woul d
sinply not approve.

And the | anguage was adjusted in the Bylaws to refl ect
that it would be a recommendation to the Board which clarifies
that they know they're comng to the Board for that approval, but
t he Board woul d not automatically rubber stanp.

Therefore, if they brought -- see, it was possible you
could force themto bring nore than one person. Maybe there's not
nmore than one person in that class that they would want to have.

SENATOR PEACE: But they can certainly default. And



you can't force sonebody to do sonething. It's that sinple.

They could say, "W nomnate this person, and we're not
goi ng to nom nate anyone else.” And then we'd have the option to
then conpel themto conme to a second neeting if we didn't like
that person. But a --

CHAIRMAN ANDERSON: Yes. | think some of our other
di scussion, too, was the question as to whether all of these
classes are going to be in a position to nomnate nore than one
body for the two different boards. There may not be that many
people that are willing to do that. |'mnot sure how many woul d
cone running to the front.

SENATOR PEACE: Vel |, and where that is the case,
we're going to learn that. But Chairwonman Martinez has spoken
about one of the specific classes where | don't think that's going
to be the problemand where clearly the current | anguage narrows,
as opposed to broadens, the potential |evel of participation.

I mght also say that | think it's also very inportant
that in this area that these Byl aws make it clear that these
appoi ntnents are at-pl easure appointnents. And that should the
Oversight Board have cause to and reason to renove soneone, that
t hey have the power to do that.

Thank you. | appreciate being able to interrupt the
proceedi ngs for a nonent.

CHAIRMAN ANDERSON: Wul d you identify yourself,



pl ease?

SENATOR PEACE: Senat or Steve Peace.

CHAIRMAN ANDERSON: Ch, yes. Ch, yes.

[ Laught er. ]

ASSEMBLYWOMAN MARTINEZ: H s cl one.

CHAIRMAN ANDERSON: Senator, nice to have you with us.

SENATOR PEACE: N ce to be asked.

MR. PUGH: So that takes care of residential end-users
for right now? Staff has direction on that?

MR. HEATH: VW have the direction.

ASSEMBLYWOMAN MARTINEZ: I had not -- | had limted
ny -- that one to just residential end-users. | didIlimt it to
all end-users cl asses.

MR. PUGH: Al'l end-user classes? Ckay.

ASSEMBLYWOMAN MARTINEZ: Thank you.

MR. PUGH: | see. They're all set in the sane
cat egori es.

MR. HEATH: Assenbl ywoman Martinez, just so Staff has
clear signals on this, you' re looking at this for just the
end-user classes or for all classes?

ASSEMBLYWOMAN MARTINEZ: | was looking at it for all
-- for end-user classes only. | didn't know if anybody el se --
that was the class | was occupied wth.

MR. HEATH: That's fine. | just wanted to nake sure.



MR. PUGH: Yes. It appeared the end-user classes were
the ones that were tied back to the CPUC hearings?

ASSEMBLYWOMAN MARTINEZ: Um hum

CHAIRMAN ANDERSON: I'd like to ask for the Board's
views on the Senator's suggestions.

MR. COLEMAN: | think they're very thoughtful
suggestions. | think the issue of whether or not we shoul d be
presented with two candidates in all cases and that the duty of
this Board is to choose those two candidates, | think puts this
Board in a difficult position because the presunption is that we
can make that choice. And | don't feel as confortable naking that
choice as | do nmaking a confirmati on choice on a recommendati on.

| also think that when you have to conduct that type of
choice with a public hearing you ultimately wi nd up having to nake
a choice, where there's winners and | osers, you ultimately w nd up
taking testinony about which is better, which is a slightly
different type of testinony than taking testinony on whether or
not the person is conpetent to do the job.

And | think | feel that the process itself may di scourage
qualified people fromactually trying to serve on the corporation

ASSEMBLYWOMAN MARTINEZ: I'm --

MR. COLEMAN: | just wanted to add: | do think the
suggestion that the Senator nade, that naybe the terns of the

directors ought to be at the will of this Board is appropriate to



di scuss.

ASSEMBLYWOMAN MARTINEZ: One of the points that he
also raised is that if they only nom nated one individual, that we
woul d then -- and we did not choose that individual -- we'd find
oursel ves having to come back together to fill the vacancy.

Perhaps -- and |I'mnot conpletely confortable with nmy own
recommendation, but this mght work -- what we do is, instead of
asking themto give us two choices, that we ask themto still
nom nate two individuals --

MR. COLEMAN: For a back-up recommendati on or sonet hi ng
li ke that.

ASSEMBLYWOMAN MARTINEZ: -- for a back-up
recommendation. And that way hopefully the second one will fill
it. If you don't, they still don't. |If it's sonebody that we
still would not appoint we still don't do it. But perhaps that
woul d save sone tinme and energy around it, and it wouldn't be
necessarily wnners and |losers then. It would just be a default
position.

MR. COLEMAN: Yes. Maybe -- | think I"'mstill
confortable viewing our role as trying to achieve at all tines the
best board possible. And | think | feel nore confortable doing
that by dealing with single recommendations than trying to nake a
choice when | don't really feel I"'mqualified to nake that choi ce.

ASSEMBLYWOMAN MARTINEZ: Vell, their single



recommendati on would be their first recommendati on. They woul d
al so have a secondary position.

And | understand the | ogic behind doing that, because
ot herwi se we go with a vacancy.

The other part of it is that we can't -- we're hoping
everybody's doing the best thing, but a city mght have a conflict
of interest that was not anticipated. | nean there m ght be any
nunber of reasons. And that's just |eaving the door open w thout
having to bring us back together again.

So let themnake their first recommendati on and then have
a second recommendation as well.

MR. COLEMAN: Yes. Although I --

ASSEMBLYWOMAN MARTINEZ: W still end up not choosing
between the two. W nake a decision based on whether the first
person's qualified to be there or not. And if they are, we accept
it and don't even view the second.

But in the event that we find that the first will not
work for whatever reason, it allows us and them a default
position. Then they don't have to go back to the draw ng board
and start their process all over again. So that m ght work well
on both sides of the issue.

CHAIRMAN ANDERSON: Ar cher .

MR. COLEMAN: Yes, | think practically speaking what

you' re suggesting is really appropriate. |I'mnot sure we need to



place it in the Bylawns. | think we can just state as an Oversi ght
Board that "W woul d appreciate that you woul d have back-up

candi dates avail able in case we don't approve your prinmary

candi date."

| don't feel that's a matter of the Byl aws.

ASSEMBLYWOMAN MARTINEZ: Wl |, actually that's a good
i dea.

MR. PUGH: Yes. Well, | think that's wi thin our
purvi ew of how we've restructure, not that the Byl aws require them
to do sonething, but in the sane policy we had nmade earlier, the
type of decisions for how we're going to operate with regard to
filling vacancies and handling that. And --

ASSEMBLYWOMAN MARTINEZ: So we woul d stipul ate that
when we send themthe letter asking, inviting themto --

MR. PUGH: Right, yes. And | think that woul d | ead
into the other question | had, which I think was brought up on the

at-wi Il concept, which the Senator raised, in that the Byl aws

currently don't have -- or at least | didn't find it when | read
through it -- a provision for renoval of a governor either for or
wi t hout cause -- with or without cause, either one. | didn't see

provi sions on that.
And | think if we had a provision in there that a
governor was renovabl e for cause by the Oversight Board, along

that |ine.



CHAIRMAN ANDERSON: M. Freeman.

MR. FREEMAN: M. Chairman, | conpletely respect the
authority of the Oversight Board to put this in the Bylaws. And
we'll faithfully reflect it and argue for it before FERC

But my conscience requires nme to say that | think that
this is the killer provision as far as FERC i s concerned, that in
terns -- it's going to be very difficult to defend the
i ndependence of the 1SO and the Power Exchange if these governors
sit wwth the power of the State's Oversight Board to renove them
at will.

Certainly that's a policy question. And I can understand
goi ng that way, and, you know, 1'Ill fight for it. But ny
conscience tells nme that that's one thing that m ght be the nost
difficult to persuade FERC on, and that's on the advice of counsel
that have dealt with FERC. | just felt | needed to say that just
so that the bait would be full and you'd have every -- it's not
necessarily a personal point of view It's just that | think
that's, in the circunstance we're in, that that's one inplication
of it.

MR. PUGH: That would be in the event of if we were
doing it without cause, just that our --

MR. FREEMAN: That's right. Certainly you could renove
for people for cause, but --

MR. PUGH: For cause, yes.



MR. FREEMAN: -- the at-will part, | think would be the
nmost difficult thing to defend.

SENATOR PEACE: M. Chairman, you have to deal wth
t he paraneters of what things you can do, what things you can't
do.

What is before you is an option of either overtly putting
into the Bylaws an at-wi |l | anguage or being silent.

The Statute gives you at-will authority. You don't have
the capacity to give away that authority. If you were to attenpt
to give away authority, that would be a problemw th the
Legislature. And that's sonething | think we've had sone
conversations with in terns of Staff. It is probably w se advice
fromM. Freeman to be silent insofar as the Byl aws are concerned
with respect to this issue.

MR. FREEMAN: Ri ght .

SENATOR PEACE: But it is inportant for the parties
and nenbers to be aware of the fact that the legislation clearly
makes you the appoi nting power.

There are sone practical problens associated with not
havi ng that being the case as well.

For exanple, intrinsic to the -- both the I SO and the PX
working is the participation of the nmunicipal utilities. |If the
SO is not viewed by the Internal Revenue Service as neeting their

requirements with respect to being a public entity, the municipa



utilities will ultimately find thenselves in a circunstance where
their existing debt, their existing bonded indebtedness will be
disqualified for tax-exenpt status.

You gentlenen are the only thing that stands between
SMUD, LA Water and Power and every other nunicipal utility and the
| RS di squalifying for tax-exenpt purposes their current debt
structure.

So it is extraordinarily inportant that, while we're
concerned about one federal agency, we don't |oss sight of the
ultimate federal agency.

[ Laughter.]

MR. PUGH: M ght | suggest you approach it this way.

I"mstill somewhat uneasy that there isn't sonme provision
in the Bylaws for renoval of a governor for cause. It could be
done within the Byl aws by an 80-percent vote or a two-thirds vote
of the governing body subject to approval by the Oversight Board

SENATOR PEACE: Yes.

MR. PUGH: -- Wth regard to that renoval.

MR. FREEMAN: vell, M. Pugh, ny comments -- | just
presunme that this governing board wll always have good cause.

And the at-will aspect of it is what | was saying woul d
be the nost difficult to defend.

MR. PUGH: Yes. Well, you don't have good cause set



forth in the Bylaws as a provision for renoval of a governor. And
|'ve found in the past if you don't have it in there, you can have
yoursel f sone real fun trying to get rid of a governor who's a
problemchild if that occurs, or has a conflict or won't own up to
it, without some proceeding or provision within the Bylaws to do

t hat .

MR. SALTMARSH: M. Chairman, nenbers, while | agree
conpletely that the Byl aws, as drafted at the nonent, do not have
any provision in themthat speaks explicitly to the power or role
of the Oversight Board in renoving directors, | would point out
that in Section 7 under, maybe what's not the obvi ous headi ng,
"Vacancies,"” there is a provision for the governing board itself
to renove a director with or without cause by an 80-percent vote
of the governors then in office.

MR. FREEMAN: I''mnot sure that satisfies --

MR. SALTMARSH: It's not the same issue, but | think
it speaks to the issue --

MR. PUGH: Ch, I"'msorry.

MR. SALTMARSH: -- that was inplied as to whether it
coul d be done --

MR. FREEMAN: If it'"'sinthelaw it's in the law, Iike
you sai d.

MR. PUGH: Yes. Well, I'msorry | mssed that, Erik.

MR. SALTMARSH: -- by the Board itself.



SENATOR PEACE: Can | ask counsel a question?

My recollection is that the Statute does not have a term
for the governing board nmenbers; is that correct?

MR. SALTMARSH: The Statute does not set a term It
uses a phrase that one thing to be determ ned by the Oversight
Board is the terns of service, --

SENATOR PEACE: Ri ght.

MR. SALTMARSH: -- which is not assuned to be
synonynous - -

SENATOR PEACE: So if the Statute does not give a
term then the termis to be determned by this Oversight Board?

MR. SALTMARSH: Yes.

SENATOR PEACE: So if this Oversight Board is silent
as to length of term then is it not axiomatic that each of the
appoi ntnents the Board ultimately makes, absent any other action
by the Board establishing a term is an at-pleasure appoi ntnent?

MR. SALTMARSH: ["'mnot sure if it's axiomatic. | --

SENATOR PEACE: Vell, if this Board hasn't established
aterm --

MR. PUGH: Vell, but then that --

SENATOR PEACE: -- how could you cone to any ot her
concl usi on?

MR. PUGH: Vell, but if we don't establish a term then

it would require affirmative action by us each tine we desired --



or soneone desired to restructure the Board, --

SENATOR PEACE: That's correct

MR. PUGH: -- in calling sonmebody in and saying, "Well,
your termis over. Qut of here. W're going to get sonebody
el se.”

SENATOR PEACE: That's correct

MR. PUGH: The way we've structured it basically is a
rotating three-year termfor all Board nmenbers, not to exceed 12
years total.

SENATOR PEACE: Ckay. Then if you adopt -- a way to
propose an instruction, if the Board ultinmately adopts those
terns, then once you adopt that, not as the governing board
Bylaws, -- | nmean | don't know -- | nean that's a policy.

| don't know how you're structuring the elenment in terns
of the Oversight Board. | nean that's a policy of the Oversight
Board. And it needs to be a policy.

If the Oversight Board needs to be able to, onits own
initiative, revisit, it may say, "Well, you know, we deci ded
three-year rotating terns -- we've changed our mnd. W want
two-year terns" or "W want four-year terns" sonetine in the
di stant future.

And the only question is then what | anguage you use when
you establish those three-year rotating terns. They usually can

be an at-pl easure appoi ntnment, just as your appointnent is.



And it would seemto ne to be sonmewhat odd if the
Oversight Board were at-pl easure appoi ntees, in other words, able
to be withdrawn by the appointing power only to have themto
appoi nt people that couldn't be withdrawn. That's the way, you
know, public policy gets out of hand in this when we nove down the
l'ine.

W're dealing with situations that are the crash-and-
burn, not likely to occur kind of environnent. But | think it's
inmportant for the Board to maintain its authority and not
i nadvertently give away its authority that the Legislature gave to
this Board through the adoption of these policies or these Byl aws.

There are a nunber of issues which we are wiser to be
silent on, given our responsibilities wth respect to filings wth
FERC. And we have plenty of tinme to cone back and deal wth
things down the line. And | expect ultimately our relationship
with FERC to be very cooperative. | don't expect any serious
problens as we nove forward, at least in the initial stages.

But goi ng beyond being silent and adopti ng objective
| anguage that gives power fromthis Board away to that board is
what | want to caution against.

Because, keep in m nd, whatever work product cane to you
by way of recommendation canme as a consequence of private,
essentially private neetings involved with the beneficiaries of

the transfer of power in nmaking the recomendation to you.



And that's precisely why you're here, is to nake sure
t hat doesn't happen.

MR. FREEMAN: Wl |, Senator, Chairman, trying to be
hel pful, I wonder if the decision was to appoint people for very
short-term through January 1. And then if a sentence were added
that the terns were subject to revision at the pleasure of the
Oversight Board, would that do it?

SENATOR PEACE: Yes, | don't -- actually there's a
termof art that is used in statutes with respect to terns that
are nonpl easure and terns that for at-pleasure terns. | don't see
that as such an issue.

MR. SALTMARSH: Yes. | would like to speak for the
benefit of this question to all the Board nenbers.

I'"'mtroubl ed by where we would go if silent on this issue
internms of a presunptive inplication, partly because the
nonprofit corporation-w de self contains what's generally a
default if terns of office are not set forth in Articles or
Bylaws. And so we would get into the question of is that
presunption effective or did --

SENATOR PEACE: Vell, what is that default?

MR. SALTMARSH: -- or if -- it's one year with a
coupl e of subsections that if sonething el se happens it can be
three years or it can be six years. But, generally absent, it

woul d be one year.



SENATOR PEACE: | don't see that as a problem | mean
that if we were silent tenporarily, that's consistent with what
our intention is anyway.

ASSEMBLYWOMAN MARTINEZ: The di scussion was is that
we woul d need to have sone stability on the Board in the outset,
and that we could not really create that if, in fact, we were
t al ki ng about one-year peri ods.

So there was a great deal of -- and at the sane tinme we
t hought we needed sone flexibility, so the | anguage that we
visited had to do with the initial appointees.

SENATOR PEACE: But ny understanding is that if the
Oversight Board in March of next year, or in February, felt that
the 1QUs were mani pul ating the process and, indeed, the | SO woul d
be experts now and wanted to do sonething about that, if we've
| ocked in --

ASSEMBLYWOMAN MARTINEZ: Vell, see, we left that --
that's exactly what we did is we left that door open. W nade
sure we knew -- the discussion earlier was that we mght want to
fine tune it after the first year, that we mght find that it was
an i nproper balance. So we left that open before cenenting in the
terns.

So there was |anguage that initially tal ked about the
first year, and then there was additional |anguage that talked

about subsequent years.



SENATOR PEACE: As |long as that doesn't create a
problemw th the FERC, that's fine with nme. But --

ASSEMBLYWOMAN MARTINEZ: Vel |, we understood that
FERC - -

SENATOR PEACE: Go ahead.

ASSEMBLYWOMAN MARTINEZ: I"msorry. Thank you.

W had understood that FERC saw our role. At |east they
agreed that the Oversight Board woul d be here to create, or to put
this thing together. And they accepted our authority to do that
and to fine tune it.

What was not clear from FERC was how | ong t hey saw our
continuing role. W saw it as indefinite. They sawit as com ng
to an end, although they were not clear as to what that woul d be.

So we were fairly certain --

SENATOR PEACE: But, if for no other reason, FERC
ultimately -- | nean, the reality that there is a lot of the
little potential pitfalls in this process. W're substantially
ahead of FERC on in ternms of discovering things. Not that we're
any brighter than they are, we just have noved further along the
di scovery pat h.

They're going to discover that the continuation of the
Oversight Board is an absolute inperative for a nunber of reasons,
not the least of which is one of our --

ASSEMBLYWOMAN MARTINEZ: Correct.



But what we did was we paid attention to FERC s thoughts
onit, as well as the possibility that we m ght have, in fact, not
structured it properly, and this is the trial --

SENATOR PEACE: It doesn't nake any difference to ne
how you handle it, just as long as you don't give power away that
you can't get back.

CHAIRMAN ANDERSON: W put inthe first termwll
expire on March 31st, 1998. And then we put in a provision that
thereafter four three-year terns woul d be the nmaxi mum

I's that correct?

MR. COLEMAN: Yes. Wth sone early provisions that
st agger the board.

CHAIRMAN ANDERSON: Wth staggering of the board.

SENATOR PEACE: Right. So you had initial short-terns
to create the staggering.

CHAIRMAN ANDERSON: Yes.

MR. PUGH: One, two and three.

CHAIRMAN ANDERSON: kay?

MR. FREEMAN: | think there's also a provision at the
end of three years, the Oversight Board conpletely reviews the
whol e shooti ng nat ch.

CHAIRMAN ANDERSON: Ckay. Does that neet with your
approval ?

MR. COLEMAN: Yes. It still doesn't cover the sort of



-- the pure at-will issue.

SENATOR PEACE: I"mconfortable that silence is okay.
Just as long as we didn't put anything in there that says, "These
are not at-wll appointnents,” |'m okay.

CHAIRMAN ANDERSON: Yes.

MR. PUGH: | woul d suggest that we nake the
nodi fication in Section 7, however, on the renoval by the
governors' 80-percent vote that it has to be with the approval of
t he Oversi ght Board.

MR. COLEMAN: Ckay. So the 80-percent vote is a
reconmmendation --

MR. PUGH: Right.

MR. COLEMAN: -- to the Oversight Board for renoval ?

MR. PUGH: Yes, right. Ckay.

MR. COLEMAN: Fine. |1'mhappy with that.

CHAIRMAN ANDERSON: Now - -

MR. PUGH: | so nove.

CHAIRMAN ANDERSON: Now - -

MR. COLEMAN: M. Chairman, | have one other issue.
Are you going to | eave the Byl aws?

MR. PUGH: W have a notion on this, M. Chairman, --

CHAIRMAN ANDERSON: Yes.

MR. PUGH: -- on that change in Section 7.

CHAIRMAN ANDERSON: Al in favor?



VOICES IN UNISON: Aye.

[ Motion carried.]

MR. COLEMAN: Were you going to | eave the Byl ans?
CHAIRMAN ANDERSON: No, no.

To the point that was nade earlier, are we going to go

t hr ough each cl ass and propose a back-up candi date?

ASSEMBLYWOMAN MARTINEZ: | thought the agreenent was
that we would ask that in the letter that we wote -- that we
woul d not adopt it as policy -- but that in the letter that we

w ote, when they nom nated, that we would ask themto be prepared
to have a back-up candidate so that if we did not approve the
first candidate then we woul d not have to be delayed in --

CHAIRMAN ANDERSON: kay. Al right. That's good.

Do you want nmake a notion to that?

MR. COLEMAN: So noved.

CHAIRMAN ANDERSON: Al in favor?

VOICES IN UNISON: Aye.

[Motion carried.]

CHAIRMAN ANDERSON: Ckay.

MR. COLEMAN: If it's time to nove to anot her section
of the Byl aws now, --

CHAIRMAN ANDERSON: Yes.

MR. COLEMAN: -- I"'mprepared to do so.

CHAIRMAN ANDERSON: Let's go on.



MR. COLEMAN: Article IV that deals with the commttees
of the Bylaws grant extraordinary powers to the commttees and do
so with a m ni mum nenbership of two, although with the caveat that
these two people try to represent broad cl asses of people, even
t hough they are recommended by narrow cl asses of people.

And | think to a certain extent |'ma little bit nervous,
al though I'mnot exactly sure what to do with the notion of
all owi ng the governors to create conmttees that have extrenely
broad powers, other than those that are explicitly reserved with
as little a nmenbership as two peopl e.

I mean, on the one hand, they really need to have
operating flexibility to appoint conmttees and get things done.

On the other hand, it does not strike nme as sort of being
in the spirit of the programhere entirely. So |I'mnot exactly
sure what to do about it.

I"'ma little bit -- 1 find it alittle bit awkward to try
to have lengthy descriptions of conmttees and this type of stuff.
But it seens to ne, as the way | read this, there's a broad
license to possibly either affect representation or affect
reliability of the systemby granting broad operating powers to a
commttee of two.

ASSEMBLYWOMAN MARTINEZ: Wul d there be -- maybe what
we want to dois -- if that commttee is limted as two in any two

persons, it's conceivable that they could turn the whole thing



upsi de down pretty easily.

I " mwondering whet her or not we ought to talk about those
conm ttees having representation fromdifferent classes or a
m ni mum nunber of representatives frommajor classes, not from
each and every class because then we woul d basically be doing the
board over again. But | nmean there ought to be, if you' re doing
audi ting, there ought to be sonme bal ance there.

MR. COLEMAN: Yes. | mean | think there are clearly
sone conmttees where what you really want to do is you want to
get your best board nenbers. Auditing, maybe, is a good exanpl e.
And | mean the auditing profession is the auditing profession.
|'"mnot sure there's a substantial difference by class. Al though
| suppose there could be if you're trying to review how rates were
set, or sonething like that, in the PX

MR. FREEMAN: M. Col eman, does it help to point out
that these commttees all have just an advisory role. At |east
that was our intent. |If the language didn't nake that clear, we
ought to make it clear

| mean they woul d not have the decisionnaki ng power of
the board. They would, you know, as a comm ttee nake
recommendations to the board.

ASSEMBLYWOMAN MARTINEZ: But the problemwould be |
think, M. Freeman, even as an advisory board, if there were two

parties of the sane interest advising the whole body to nove in



one direction, that mght not work well. Then there would be no
purpose to have the conmttee at all because then what woul d
happen is that the |arger conmttee woul d be | ooki ng back and
scrutini zing each and every aspect of it.

MR. FREEMAN: Yes. W --

ASSEMBLYWOMAN MARTINEZ: | don't think that works
well to create that kind of a situation either.

MR. FREEMAN: It may be faulty. But we al so have these
conmttees elected by a two-thirds vote -- the conmttee nenbers
have to get two-thirds of a vote of the board to get appointed to
the commttee.

ASSEMBLYWOMAN MARTINEZ: But how do you have a proper
bal ance of that kind of commttee if there's only two persons on
there. Even if two-thirds are voting, when you have so many
custoner classes, to only have two persons on the auditing
commttee, | don't see how you get any kind of proper bal ance in
t hat ?

MR. COLEMAN: M. Freeman, | do think you' re on the
right track here. | think if these conmttees are advisory or if
the commttees are going to act, they have to act with the support
or ultimate confirmation of the full board, then |I think we've
solved a |lot of the basic problem| had.

| was just reading the | anguage that said, "Any conmttee

shal |l have the authority of the governing board," --



MR. PUGH: Yes. The initial appointnment, M.
Freeman, --

MR. COLEMAN: -- "except," so --

MR. PUGH: -- in Section 1 does that. Wereas the
provisions for your individual conmttees, when they' re set out,
say they're advisory.

But the general |anguage says, "Any commttee you can
appoi nt shall have all the authority of the governing board
except,"” and then there's a limtation. But other than that
[imtation, they have full authority.

| think if all conmttees were nmade advisory, you
woul dn't have that problem

CHAIRMAN ANDERSON: Advi sory comm ttees have no --

MR. FREEMAN: Vll, we have two different categories
The advisory commttees are clearly advisory.

The other commttees, we've ruled out what we --

MR. PUGH: Right. But in Section 1 itself the board
has the right to appoint commttees other than those commttees
whi ch you set out in Section 2, 3, 4, 5, and any commttee
appoi nted under Section 1 has the full authority of the governing
board except to do Itens A through F

So | think that's the -- that's the section that needs to
be nodified to provide that all of those conmmttees woul d be

advi sory.



| don't know that you'd want a commttee that's acting.
Do you want a commttee -- is there sone reason a conmmittee of two

is going to be an active nenber --

MR. FREEMAN: It's a dil emma.
MR. COLEMAN: It is adilenma. And you are the
operator or the person with the operating experience, I"'mnot. W

clearly need to del egate authority fromthe board in a way that it
operates appropriately. And | truly do appreciate that.

On the other hand, I"'ma little bit nervous of delegating
the authority in such a way that al nost anything can happen except
what is listed explicitly --

MR. FREEMAN: Vell, in viewof a concern of the
Oversight Board, we ought to give this sonme further thought that
per haps having an appeal to the full board by anyone who's unhappy
with any decision of this group. But we do need to have snaller

groups that have got the authority --

MR. COLEMAN: | agree.
MR. FREEMAN: -- to function.
MR. COLEMAN: | agree. And nmaybe the --

MR. PUGH: Was there sone --

MR. COLEMAN: -- real answer or nmaybe anot her approach
woul d be to take those conmttees that are not advisory and those
commttees that would not be subject to a full board and

explicitly put themin the Byl aws.



Then if you need to create a new conmttee, then you're
going to have to go through the Byl aw nodification process if the
conmttees are going to carry that kind of power.

MR. PUGH: Sur e.

Is there a nmagi c nunber -- reason for the nunber two?
MR. SALTMARSH: It's two or nore, first off.
MR. COLEMAN: | was just taking the --

ASSEMBLYWOMAN MARTINEZ: But it could be two.

MR. COLEMAN: -- the worst case, in ny own m nd.

MR. PUGH: Yes. | just wondered why, out of the 25-
person board to have two with the authority, it's an executive
commttee, for exanple.

MR. FREEMAN: There's not hi ng nmagi ¢ about two.

Wul d there be nore confort it if was changed to three or

nor e?
MR. COLEMAN: No. | think the sane issue --
MR. PUGH: The sane issue ari ses.
MR. COLEMAN: | mean | think the dilemra here is on the

one hand we' ve taken such great pains to very carefully bal ance
the board in terns of all the interest groups, and now we're
creating an opportunity in the Bylaws to create fairly powerful
commttees that are "supposed to pay attention to the bal ance but
are not required to in their nenbership."

And | realize it's a problem because there are clearly



going to be some operating commttees that you' re going to want to
have to nove on pretty quickly.

MR. FREEMAN: | guess we felt the two-thirds vote to
create the commttees would build in the bal ance, but naybe that's
not good enough.

ASSEMBLYWOMAN MARTINEZ: The only reason it doesn't
create the bal ance is because you have too nmany different types of
entities to get a bal anced representation.

MR. COLEMAN: Yes. | guess | would feel nore
confortable that if you really needed, you know, sone form of
operations conmttee or sonething like this, that's going to need
to act quickly and rapidly to conduct the businesses of the
corporation, that we could explicitly provide for that in the
Byl aws. And then we could walk around it and sniff it and
understand what it is; as opposed to explicitly providing in the
Byl aws that you can have any conmttee do anythi ng except.

That's the only suggestion | have. And it may not be a

wor kabl e suggestion. |I'mjust alittle bit nervous at the anount
of authority granted in the Bylaws for commttees to act, | think
is ny point.

CHAIRMAN ANDERSON: Wiy don't you cone up with a
proposal on that?
MR. HEATH: W'd be happy to, M. Chairman. W'Ill work

with counsel fromthe trustee, and we'll conme back with a proposa



on that.

CHAIRMAN ANDERSON: Ckay. Any ot her suggestions on
t he Byl aws?

MR. PUGH: Yes. Again, following up with ny earlier
conments about what our role is, it appears on the appellate
aspects that the ADR provisions in the Bylaws totally elimnate
any -- or make no reference to any rights of the Oversight Board
or any appellate rights of the parties to the Oversi ght Board.

| know that's probably done in light of FERC s comments.

MR. FREEMAN: | think the Byl aws are out of date on
that point. W were waiting for your discussion today.

| woul d suggest, though, that the Board m ght want to --
I'"'mnot trying to evade it, but | just wonder if those ADR
provisions really need to be in the Bylaws. | nean that's just a
per sonal question.

I mean we want to change themto reflect your views, and
we shall. But | just raise the additional question. | don't
under stand why they have to be in the Byl aws.

Vell, we want the filing to reflect the Board' s views.

MR. PUGH: Vell, if you're going to follow the ADR
process that you set forth herein, are you saying that because
it'sinthe filing and not in the Bylaws that that's binding on
all parties then that deal with or are a part of the ISO that

deal with the 1SO because it'd be part of the tariff?



MR. FREEMAN: Ri ght.

MR. PUGH: kay. Well, then | guess | don't care where
it is. But I still, with regardto it, it's still needs to have
the provisions with regard to the role of the Oversight Board as
t he appel | ate body.

And, again, spelling out. It's not inlieu of or in no
way di m nishes FERC s right on those jurisdictional issues which
FERC has. Anything we decide, if we are the appellate body, is
still subject to FERC approval and can be appeal ed to FERC

CHAIRMAN ANDERSON: Yes.

ASSEMBLYWOMAN MARTINEZ: Ri ght.

MR. PUGH: But | think we have a role to play in that
process, as opposed to going nerely fromthe arbitrator to FERC

MR. FREEMAN: | want to be clear that we wite it
exactly as you want it. Wuld a party have a right to
si mul t aneously appeal to you and to FERC, or do they have to wait
until you deci de?

MR. PUGH: No. They'd have to go through us first,
woul d be ny concept.

MR. COLEMAN: |'mperfectly happy with the concept.
It'Il be interesting to see what the outcone is.

MR. PUGH: R ght.

ASSEMBLYWOMAN MARTINEZ: Per haps the counsel can

weigh in on this.



MR. SALTMARSH: I"msure it is the opinion of the
FERC, and it may be the correct opinion of the FERC that under
current federal |aw issues of appeal that would be an appeal on,
for instance, a conpliance with the tariff or with the Federal
Power Act by an eligible party would be directly appeal able to
FERC.

And | don't think FERC woul d accept that the State has a
jurisdictional right to inpose an inpedinment along the way to
t hat .

FERC has, in its approved processes, regionally allowed
for internediate dispute resolution steps. But | think, as it
related to a nonstate jurisdictional issue, if this is an appeal
that related to the rate portion of a tariff being applied or
sonething like that, that the Oversight Board and the State
probably could not inject itself, absent a del egation of that from
FERC.

MR. PUGH: Is there a specific FERC approval of the
arbitration provisions that are set forth in the ADR resol ution
here that allows themto go to an arbitrator before they go to
FERC?

MR. SALTMARSH: FERC has general |y encouraged t hat
FERC approved tariffs have attached to themor affiliated with
them an alternative dispute resol uti on mechani smand has --

MR. PUGH: And then why can't we be part of that?



MR. SALTMARSH: There's no reason we couldn't be. The
guestion is: Is there a body of state jurisdiction in which we
can assert ourselves to be, without requiring acqui escence from
FERC - -

MR. PUGH: But are we any different than an arbitrator?

MR. SALTMARSH: An arbitrator only gets that role
pursuant to FERC approving the ADR nechani sm

MR. PUGH: But that's what | nean, Erik. |If the
arbitrator can get the role because FERC allows it, and we are
acting as the arbitrator on a second step in the arbitration
process, it shouldn't be any different.

MR. SALTMARSH: FERC can clearly approve a role for
t he Oversight Board in ADR

MR. HEATH: M. Pugh, we have provided for the Board
menbers in their red binders a current proposal fromthe trustee
that discusses this. And if | may help you on this one, it begins
right after the charts.

MR. PUGH: Yes.

MR. HEATH: It begins with the title, "D scussion of
Oversight Board," --

MR. PUGH: R ght.

MR. HEATH: -- "Excerpts and Transmttal Letter for
March 31 Filing," being on page 10 of that.

M. Saltmarsh has been working with counsel fromthe



trustee on this issue trying to hanmrer out sone | anguage that
m ght be accept abl e.

MR. PUGH: Page 10 of that neno?

MR. HEATH: Yes.

MR. PUGH: Ckay.

MR. SALTMARSH: I"mnot sure if ny role's been quite
as active as characterized. W have received this fromthe
trustee's staff, based on their perception of the Board's
concerns.

I have not and the Board, no one acting on behalf of the
Board, has yet gotten back to the trustee's staff as to
specifically the Board' s inpression of this |anguage.

MR. FREEMAN: And | think it's inportant that we get
gui dance fromthe Board.

MR. PUGH: Yes.

MR. FREEMAN: Unless it's a very specific issue, would
a party have a right to go to FERC and appeal while the Board is
review ng sonething? O do you want to assert yourselves in the
chain of command. And we have to wite it up the way you want it.
And it can't be dubbed.

ASSEMBLYWOMAN MARTINEZ: I think the idea was that we
woul d be in the chain of command, wasn't it?

MR. PUGH: Yes. It was ny understanding we'd be in the

chain. That was where | was putting nyself --



MR. FREEMAN: That was the answer that | heard.

MR. PUGH: -- putting us between the arbitrator and the
FERC filing appeal, if they wished to go to FERC

Now | --

MS. WOOLF: Vell, | think the problemyou have with AB
1890 is that you serve as an appeal board for majority decisions
of the Independent System Operator Governing Board, which inplies
that there has to have been a governing board majority decision.

MR. PUGH: That's correct.

MS. WOOLF: O course, there could be a whole | ot of
ot her disputes arising under the title of switch- --

MR. PUGH: If you want to come argue to me about
whether the rate tariff is applied properly or not, forget it.

[ Laughter.]

MR. PUGH: |'"msorry. W haven't got enough tine for
that here, not to educate ne anyway.

CHAIRMAN ANDERSON: Are you sati sfied?

MR. PUGH: Wll, as long as we're in the --

CHAIRMAN ANDERSON: Chai n.

MR. PUGH: -- dispute resol ution chain above the
arbitration on those issues that we were given |egislative
authority to handl e.

CHAIRMAN ANDERSON: Yes.

MR. PUGH: Ckay.



MR. FREEMAN: M. Saltmarsh, is that --

MR. PUGH: Is that clear enough for you, Erik? Can we
get there from here?

MR. SALTMARSH: I think so. And I'msorry not to have
put together nore substantive briefings for you on this. |1
bel i eve that this was about seven o' clock |ast night we got this
one, maybe a little later.

In any event, ny --

MR. FREEMAN: That's the mddle of the day, isn't it?

MR. SALTMARSH: As it turned out.

My reading of this was, in fact, that it mght propose a
rule for the Oversight Board that is broader than -- in terns of
participating in ADR -- that it's broader than that reflected in
AB 1890 as to consideration of issues specifically that were
governi ng board acti ons.

This suggested to nme, if | read it correctly, quickly
comng out of the fax machine, that the proposal was to seek an
ADR role for the Oversight Board nore generally in the ADR
process. And I'd like clarification, because we have not --

MR. FREEMAN: Vell, | think the | anguage we used starts
off saying, "As set forth in Sections 345 and 3(b)(9), Reg 90, a
menber of the governing board of the SO has a right to appea
deci sions of that Board, the Oversight Board. Upon receipt of

such an appeal, the Oversight Board shall consider the decision so



appeal ed. "

And then it goes on to where the decision to appeal
affects the reliability of service in the State, whereas the
Oversi ght Board has decisional authority.

I think that what we have there on the bottom of page 9

reflects what we're saying here.

MR. SALTMARSH: | agree. And | --

MR. PUGH: That was the secondary role in there with
regard to reliability, | see, which is just ahead of that on page
8, to 7, 8 and 9. | haven't had a chance to read this. [|'m

trying to skimit right now quick |ike.

So it |ooks |ike we have two functions there. One is the
reliability issue as nuch as -- not necessarily ADR questi ons.

And then the right under the ADR provisions, as | see it
here, with regard to those issues that are set forth in the
St at ut e.

But | think that would fit the --

MR. SALTMARSH: And al so at the bottom of page 10 and
continuing shortly fromthere, there's a role that is not defined
that explicitly but suggests that -- and it was that | was
referring to -- suggests that there may be a role for the
Oversi ght Board --

MR. PUGH: R ght.

MR. SALTMARSH: -- in the ADR process generally as it



relates to appointing arbitrators, et cetera.

And | was just suggesting that | felt this proposal both
spoke to Section 335 of AB 1890, but al so considered a nore
expansive role in ADR --

MR. PUGH: As | read it now, --

MR. SALTMARSH: It's kind of vague.

MR. PUGH: -- this basically responds to nmy concerns
with where we shoul d be, the Oversight Board should be with regard
to the ADR process and those processes.

And | think it sets out what it ought to be. It's just
now putting the | anguage into the Byl aws to nake sure we fit
within the ADR provisions, or into the provisions of the ADR
wherever they go, either by tariff or by |aw

MR. FREEMAN: Thanks.

CHAIRMAN ANDERSON: kay. Satisfied?

MR. PUGH: That's fine with ne on that issue. | think
that's ny |ast Byl aw questi on.

MR. COLEMAN: | guess | have one other issue on the
Bylaws 1'd like to just discuss briefly, and that's the Section 2,
entitled "Annual Report," on page 26.

And | think the sum and substance of ny comments are the
fact that, while this particular section does sort of specify how
this nonprofit is going to account for things, it never once says

we need an audit and it never once says "generally accepted



accounting principles."”

I think what interests ne here is that what we have is
not a governnent agency any |onger doing this business, but we do
have a private, not-for-profit corporation

And | think that if the citizens of California are going
to understand what's going on eventually and whether or not rates
are going up or going down, what's happeni ng inside these
conpani es, they ought to at least report in terns that are
famliar with -- at |east what the general public is generally
famliar with.

And | would be very nmuch inclined to insert the words
"general |y accepted accounting principles" soneplace in there.
Maybe up at the top.

| guess | feel slightly less strongly about requiring in
the Byl aws that these are audited statenments. | would certainly
urge that they be audited, because |I think it's much nore
appropriate for this thing to | ook as much as possible like a
private corporation.

MR. FREEMAN: | think it should be there because we
have it in the tariff which binds us, and we ought to take credit
for it.

CHAIRMAN ANDERSON: B, "Such financial statenents
shal | be acconpani ed by any report thereon of independent

account ants"?



MR. COLEMAN: Yes. "O if there is no such report,” --

MR. PUGH: Qur certificate stays there without audit.

CHAIRMAN ANDERSON: | would elimnate that.

MR. COLEMAN: It just strikes me in the long run that
the better we report this thing, the better the public is going to
understand it. And it's in the best interests of everybody to at
| east adopt nore nodern standards than what is traditionally
adopted for governnent agencies in this particular case.

CHAIRMAN ANDERSON: Al right. Include the terns
"generally accepted accounting principles.” And knock out "if
there is no such report."”

Does that satisfy you?

MR. COLEMAN: Yes. |'d be nore than happy to have
audits. | don't know what it's going to entail, but | clearly
woul d Iike to have "general ly accepted accounting principles.”

CHAIRMAN ANDERSON: Ckay. Any ot her suggestions?

MR. COLEMAN: That's all | have.

MR. PUGH: Oh, Lew, | know one thing. You talked in
t he amendnent with regard to the role of the anendi ng of the

cl asses that required an Oversi ght Board under Section 3 on page

28.
MR. COLEMAN: Yes.
MR. PUGH: And | think any anendnent to the Byl aws

ought to cone back to us.



MR. COLEMAN: You nean all Byl aw anmendnents shoul d cone
back to us?

MR. PUGH: | don't know. Maybe we don't need that. W
don't to anmend committees, we don't need to anmend -- be invol ved
in the anendnent to officers, and that kind of stuff.

MR. COLEMAN: And it seens to ne --

MR. PUGH: No. | guess just any amendnents to the
classifications, the selection process, the nom nation process
woul d cone back to us.

MR. COLEMAN: Al anendnents of that section?

MR. PUGH: Yes.

MR. COLEMAN: Yes. | mean we're entering really
unchartered ground here. And | woul d suspect that there should be
nodi fications of the Byl awns.

MR. PUGH: If we take Section 3, that shoul d be
adequate then for -- Article Ill, Section 3.

MR. COLEMAN: Yes, | think that's sort of ny sense.

MR. PUGH: Yes, okay. Good.

MR. HEATH: M. Chairman and nmenbers, we're al so not
sure exactly what requirenments FERC will have in terns of any
anendnents to these Byl aws.

FERC, in fact, may require that all anendnents go back to
FERC, at least for filing, if not approval.

At this point it mght be advisable for the Board to go



ahead and request that matters that relate to this Board, all
anmendnments cone here, and then see what the FERC filing ultimately
requires. And then we may al so want copies of all those filings,
t 0o.

MR. PUGH: Yes. |I'msure FERC s going to nmake their
own deci sion of what they want us to do or allow us to do. But we
have to structure it fromthat standpoint first.

But I would hope that FERC gets the picture that we're
not trying to be the end body. W understand where they fit.
W're trying to be a body that is an overseer and intervenes in
between to nmake sure that the interests that we're supposed to
protect are protected as well.

CHAIRMAN ANDERSON: Ckay. That concludes the review
of the Byl aws.

MR. PUGH: Unl ess Staff has any questions on them

CHAIRMAN ANDERSON: Yes.

MR. HEATH: We're fine.

MR. PUGH: Ckay.

CHAIRMAN ANDERSON: Ckay.

MR. HEATH: W have enough directives.

MR. PUGH: You don't need any sel f-nade ones.

MR. COLEMAN: | nmean nmaybe it's appropriate, because we
have acconplished a |lot here, to see if there's any comments --

MR. PUGH: Yes.



MR. COLEMAN: -- fromthe audi ence on anything that we
ought to rethink, readdress.

MR. PUGH: Do they have anything that we haven't
addr essed.

MR. COLEMAN: Anyt hi ng we haven't addressed.

CHAIRMAN ANDERSON: There bei ng none, let's nove on.

MR. PUGH: What's left on the Agenda, the interviews?

MR. HEATH: Basically we start there, yes.

MR. PUGH: John has a question on whether we're going
to do a FERC filing.

MR. HEATH: I nmean if | may make a suggestion on that,
on the Power Exchange Byl aws, that you direct Staff to make the
appropriate changes to conformw th that. And then we woul dn't
have to go through those.

I"d like to receive it as a notion, M. Chairnan.

MR. PUGH: | would nove that we direct Staff to
coordinate the PX Bylaws and Articles with the sane anendnents and
changes that we have suggested with regard to the 1SO Articles and
Byl aws.

CHAIRMAN ANDERSON: Any second?

MR. COLEMAN: Second.

CHAIRMAN ANDERSON: Al those in favor say aye.

VOICES IN UNISON: Aye.

[ Motion carried.]



MR. HEATH: Thank you.

MR. PUGH: John had a question of the potential of the
Oversight Board doing a FERC filing that Senator Peace has
requested. Shall we hear fromJohn on that?

MR. ROZSA: Right. Actually this is consistent with
t he suggestion by Assenbl yworan D ane Martinez earlier, that there
are issues regarding the functions and role of the Oversight Board
which is appropriate for the Oversight Board to respond to
directly on.

There is sone concern about whether the trustee,
representing an entity subordinate to the Oversight Board, should
be maki ng representations to FERC about the Oversight Board
itself, especially since you have a functioning, conpetent
Oversight Board at this particular point.

It would seemlike there are limted sorts of
representations that this Board can make to FERC, and shoul d,
regarding itself. And that's easily separabl e and coordi nat ed
with the trustee's filing.

MR. COLEMAN: And you' re suggesting that possibly we
make a filing with FERC in response to their comrents about this
Oversight Board or that we try to carve sonething out of the
filing that would cone in fromthe trustee?

MR. ROZSA: No, no. | would say that the concept would

be to take the | anguage that the trustee has been working on, and



instead of having it come fromthe trustee that it come fromthe
Oversight Board to FERC as to what FERC s -- I'msorry -- have it
cone to FERC fromthe Oversight Board as to what the Oversight
Board's view of its function and role is.

MR. COLEMAN: Yes. | mean | guess | personally sort of
feel alittle bit unconfortable riding the head of the spear of
federal jurisdiction here.

And ny instinct is that if we are happy with the filings
that are going in fromthe trustee, fundanentally, and those
filings are nore likely to create reasonabl e response from FERC
then | don't feel conpelled, having never done a FERC filing
nysel f personally and hope never to, to cause that to happen.

But | do think the point is that if by not doing
sonething we are adding to the conflict between state | aw and
federal law, and it's viewed that for state | aw purposes we need
to do sonmething, | suppose |I'd look at it. But ny instincts in
terns of the substance here is to say that if we're happy wth the
Phase Il filings fromthe trustee that we ought to leave it at
t hat .

MR. ROZSA: W' re probably not going to pass on the
entire substance of the Phase Il filings because of the 1600, or
how many pages in counting now we have here of this thing.

So the only thing that really cones that we woul d have an

interest in, apart fromthe Bylaws that we've been tal king about,



is the representations about our functions.

So --
MR. COLEMAN: Vll, | guess if we want to file because
-- | guess we can respond to the order that is -- | don't know |

mean | don't understand whether or not we've passed filing periods
or anything el se.

MR. ROZSA: ['"msorry. You don't understand what?

MR. COLEMAN: M/ understanding is that FERC has sent
down an order saying, "This Board has very little power."

And what we're attenpting to do is just to use the March
31st filing, what | think are called the Phase Il filings, to
appeal the FERC opinion on the status of this Board.

MR. ROZSA: Technically | don't think it would be an
appeal because | think the tine to appeal that particular part of
t he deci sion has passed.

MR. COLEMAN: Has passed.

MR. ROZSA: It would be nore on the order of clarifying
who we are under the State Statute and what our foreseen role is
going to be with regard to the institutions, and that this is
consistent with representations in the filing and in the Byl aws,
which are being filed thensel ves.

MR. COLEMAN: But | nean if it's already apparent in
t he byl aws, why go ahead and do it?

MR. ROZSA: Sur e



MR. COLEMAN: | guess is ny question.

If what it is we want is already apparent in the Byl aws,
aren't we sort of saying, "Hey, we really ought to conduct this
battle" --

MR. ROZSA: Vell, there are --

MR. COLEMAN: -- "in full arpor"?

MR. ROZSA: -- statenents in the Trustee's filing which
put forward --

MR. SALTMARSH: If I may?

MR. ROZSA: Yes.

MR. SALTMARSH: | think probably the areas that we're
tal ki ng about are not those provisions that are in the Byl aws, but
| anguage | think John is referring to that would be in the
transmttal letter or conpliance letter.

| have had separate discussions getting somewhat varying
opinions fromdifferent Board nmenbers as to the -- what m ght be
the benefit of the Cversight Board weighing in at this tine.

| think there is -- | have felt a general concern from
Oversi ght Board nenbers as to whet her sonmeone ought to purport to
speak for the Oversight Board other than the Oversi ght Board.

| also think there is sone nerit to what M. Freeman has
suggested, that there m ght be sone synpathy with the federa
coommssion if the federal conm ssion sees an entity or a filing

backed by a group of entities that isn't just the Oversight Board



suggesting that the Oversight Board has a legitimte role.

To the extent that there's any material in the filing
that describes a role for the Oversight Board, and it's not
inconsistent with the role that the Oversight Board believes is
properly the Oversight Board role, and that filing does not
purport to be an Oversight Board filing, to speak for, you know,
this body of government, | think there may be a benefit for having
that come in. As often, there is a benefit if multiple briefs
t hat al so advocate your opinion cone before any tribunal.

That does not answer the question of whether, at sone
point early, or perhaps in the comment period, the Oversight Board
reiterated those by speaking for itself.

MR. PUGH: | guess ny question would be whether -- is
there -- assumng that we are -- feel that we're adequately
descri bed and provided for in the filing, based upon the | anguage
of the filing and based upon the role we have in the purported
Bylaws that will be part of the filing with the two groups,
whet her there woul d be advantage to a filing fromthe Oversight
Board indicating that we are satisfied with that filing and we are
satisfied with the provisions in there that accurately depict what
we believe is our position, know ng because of the fact that the
filing is being nmade by the Trustee on behalf of the I SO and PX
and not on behalf of the Oversight Board.

MR. FREEMAN: Could | nake a suggestion that hopefully



woul d satisfy all the concerns?

That the | anguage that's used in our filing be |anguage
that nmeets with your approval. You have 30 days after the filing.
Al parties or all entities, including the Oversight Board, would
have within that 30-day period an opportunity to file on your own.

And you' d have a chance to read the filing and perhaps if
there's some ot her thoughts, you m ght even have governi ng boards
in place during that tine. And there could be a filing nmade on
behal f of the Oversight Board and the governing boards that
hopeful | y adopted and can -- backed up what we had.

I think we're tal king about strictly a question of |ega
tactics at this stage of the gane. There is no substantive
question that we want to file what you want to say.

I"mrather proud of the argunents we put together and the
| anguage. | think we make a -- | hope you think we make a
respectable case. But if it can be strengthened or changed, we're
happy to do so.

And it just strikes ne that -- | think there's a feeling
that it mght be just a little nore persuasive for us to speak
first rather than having the Oversight Board go right into the
lion's den, so to speak, head on.

MR. PUGH: Ckay. Well, that's what | didn't know
whet her there we woul d be an advantage for us filing jointly with

you on that or would we be better off to file a supporting



response?

MR. FREEMAN: | believe that it would be stronger if
you feel that you want to respond, to read, in effect, read what's
there. And then you can nmake additional points if you feel that

you need to --

MR. PUGH: Yes. | just want to be --

MR. FREEMAN: -- at a tine when the governing boards
were also appointed. | don't think you' re in any way giving up.

And since we -- it's the SO and the PX that was ordered

to file by March 31st, it would seema bit unseemy for the
Oversight Board to get into it at that tine.

MR. SALTMARSH: As a tactical matter only -- and |
agree with M. Freeman, that it is that -- taking into account
that the Phase Il filing schedule was directed at specific
parties, the 1SO the PX the utilities. And that the filing,
when it occurs, will necessarily trigger two nore rounds of
filings, I think allowing that process to be opened by the filing
comng in on behalf of the 1SO and PX that supports a role for the
Oversight Board, describes a role for the Oversight Board, that
the Oversight Board is confortable with. And then having the
Oversi ght Board nake, essentially, a concurring filing, adding a
presentation of its case if it wants to, mght actually be a
fairly strong tactical way to go.

MR. PUGH: Do you agree?



MR. FREEMAN: Yes, sir.

MR. PUGH: kay. Did 1l understand -- John, | don't
know whet her it was you or Ms. Martinez, had indicated that the
filing was bei ng gone through by Staff people?

Are we doing that, Erik? Are we going through it as
wel | ?

MR. SALTMARSH: | would say I'mtwo-thirds of the way
through the filing, and | skipped over the part that's the | SO
operating tarot.

MR. PUGH:  Cxay.

[ Laughter.]

MR. PUGH: Vell, the only thing I'"'mreally concerned
about would be if the filing does get in we have not had an
opportunity to reviewit, and |I'mnot about -- going to get there,
|'msure, that we don't have a glitch sonewhere that we end up
with the response that says, "Ch, gee whiz, by the way, we didn't
mean to say that in the filing. It should have said this."

MR. FREEMAN: M/ point is you'll be free to straighten

this out better if you hold your fire right now

MR. PUGH: Vell, | understand
But | just -- ny real concernis | don't want to be in
that position if we can stay away fromit. | nean the nore

solidified we are with FERC, with your filing and our response, of

course, is always the better off.



MR. FREEMAN: I f you just --

MR. SALTMARSH: | believe that by, say, the end of the
day tonmorrow, I will have confidence that we will have marked
every place in the filing that describes the role of the Oversight
Board or describes how these entities are intended the function in
areas that the Oversight Board believes are within its
jurisdiction somewhere. And that we can share di scussi ons of
those with the Board nenbers. And we've already had sone
constructive input, | think, at attenpts to adapt those by the
Staff of the trustee.

MR. PUGH: Thank you.

CHAIRMAN ANDERSON: So do we have a notion to that

effect.

MR. COLEMAN: So noved.

MR. PUGH: Seconded.

CHAIRMAN ANDERSON: Seconded. Al those in favor say
aye.

VOICES IN UNISON: Aye.

[Motion carried.]

CHAIRMAN ANDERSON: What's the next iten®

MR. HEATH: Wll, there's always |unch or we may nove
on. Wat we have on the agenda next, M. Chairman, is the Board's
consi deration of the actual conposition in terns of service of the

nom nees for the governing boards.



This is depicted in the matrix that was provided to the
Board nenbers this norning of the filings for the various classes
and the nom nees and their affiliations to those classes. Through
the ides of March order, the March 15th order, the parties were to
file their nom nations through the classes as well as to nake
filings on the affiliations at the Board's request.

Those filings were made. You have themin your red
bi nder as to the specific filings that were delivered to our
of fice. this is a summary matrix or a summary table that depicts
all the filings.

I would |ike to nake one correction on that, and there
may be nore as we go through this.

But if you' d please on the matrix turn to -- | believe it
woul d be under the PX Governing Board Structure, the Nonmarket
Partici pant Section, if you would add M. Ross (ark's nane to
t hat category.

MR. PUGH: Ross O ark?

MR. HEATH: Yes, Ross d ark.

MR. COLEMAN: He's al so an end-user.

MR. HEATH: At - | ar ge.

MR. COLEMAN: At -1 ar ge.

MR. HEATH: That is correct.

MR. COLEMAN: Ri ght .

MR. HEATH: And there may be other changes. W got



these late last night and tried to do the best we could to discern
where these classes were -- nom nees for each cl ass.

Is nowthe Board -- it's really up to the Board's
di scretion how they want to question any of these parties or have
any dialogue with the class representatives.

It's wholly within the Board's discretion

MR. PUGH: A query.

W just have directed Staff to revisit the Bylaws with
regard to the definition of the end-user classes and those who
will be therefore available to nom nate or becone part of the
selection process. It would appear to ne to be sonmewhat premature
to get to heavily into those classes at least at this point.

Secondarily, having just received the packet this norning
makes it rather difficult, I would think, to do any kind of
legitimate interview ng of parties.

Unfortunately I'd hoped to -- if we could do that, but I
don't see how we can really, because w thout having done the
background readi ng and know sonet hi ng about the party, | don't
want themto have to cone up and give ne their whol e history when
|"ve got it here to read. That nmaybe we'd be better off to put
off the interviews until the neeting of the 27th.

| don't know what the other Board nmenbers feel.

MR. SALTMARSH: There are two issues | would like to

bring before the Board, and then obviously there's at |east one



conment .

These relate to two of the classes, nonmarket
participants and the ratepayer representatives, probably,
particularly, residential ratepayers but perhaps al so snal
conmer ci al and maybe commerci al

Wien the Board requested at the |ast hearing input on
what kind of turn around woul d be reasonable to get these
nom nations in, those in attendance seenmed accepting of the idea
of this quite-short turn around in order to get nom nees before
t he Board today.

It has been our endeavor as Staff to have all notices of
these Board activities distributed as widely as possible to
interested groups that we could find. And our nmailing list has
been about on the order of about 1700 peopl e.

W put that |ist together by nmerging several lists we had
gotten fromseveral sources. But | have gotten one contact this
norning froma gentleman who identified hinself as being on what |
think is probably a pretty relevant group, that dealt with direct
access, looking at a direct access at the Public Uilities
Conmi ssi on.

And he indicated that he and several other nenbers of
that group he had spoken to had not received these notices. And
that causes ne sone concern to go back and audit our own list to

make sure as they relate to that set of classes representing the



nore diffused interests in the snmall ratepayers, that there m ght
be sone listing of interested parties out there that we have
over | ooked.

And we're going to try to revisit that, get back to you
shortly, and perhaps wi th, perhaps, a recomendation of a second
solicitation that would go nore broadly.

The second issue relates to nonmarket participant class.

And in the proposal that is before the Board, the
selection for nonmarket participants goes through public entities,
t hrough State regul atory and energy agenci es.

And the two agencies that woul d appear to qualify in
California have indicated that they were both trying to put
forward nom nees within the period specified by the Board. W
have what 1'mtold is sonething of a place-holder nom nee fromthe
CPUC at |east for one of the Boards. M. Scaddi ng who may i ndeed
be the designee for the SO Board. But | had a call this norning
suggesting they may wi sh to have soneone el se for the Power
Exchange.

The other State energy agency was not able to get someone
inin tinme.

And | just before the Board that these agencies, by
virtue of how governnent works and needing to get certain
approval s, wanted the Board to be aware that they've nade an

effort, and they may nmake a | ate subm ssion



And the order that went out does not preclude the Board
from consi deri ng subm ssions after any date. It just directed
that the Board wanted themto be in by a certain tine.

CHAIRMAN ANDERSON: In view of that should we defer
consi deration of the nom nees through to the next neeting, which
is March 27t h?

MR. COLEMAN: | have maybe a slight change in that.

| wonder particularly if they've taken the tine to be
present and everything else, if we could | ook at the
i nvestor-owned utilities nmenbers that clearly there's only three
of them clearly they got the notice. | hate to have people
traveling back and forth all the tine.

MR. PUGH:  Yeah, yeah.

MR. COLEMAN: And so if we could find a couple --

CHAIRMAN ANDERSON: The municipal utilities as well?

MR. PUGH: Vel l, you know, the other thing we had
tal ked about, there nmay be sonebody who is here today that is
unabl e to nmake the 27th.

CHAIRMAN ANDERSON: Ckay.

MR. COLEMAN: Yes. | just wonder if we can try to deal
with what we've got in front of us a little bit, just out of the
conveni ence of everybody. It's --

MR. PUGH: I"'mwilling to try to treat sone of that and

see if we can get sone of it done that way --



CHAIRMAN ANDERSON: Ckay.

MR. PUGH: -- and those people that fit those
cat egori es.

| guess ny primary one woul d be one who can't nmake it the
19th [sic]. And other than that, that if we have tine we can take
t hose that --

MR. COLEMAN: So maybe we ought to deal with the
i nvestor-owned utilities and anybody's who present will not be
able to make the 19th [sic].

MR. PUGH:  Cxay.

MR. SALTMARSH: M. Chair, | notice we had two
audi ence nenbers raise their hands, potentially, to coment.

CHAIRMAN ANDERSON: Yeah.

MR. SALTMARSH: | guess | would just ask them |Is
that the issue for both of you, that you would like to introduce
yourself to the Board today out of conflict with the 27th?

AUDIENCE MEMBER: Yes.

MR. SALTMARSH: | guess that takes three or four, or
S0, on -- with that issue.

MR. HEATH: Now nore hands are goi ng up.

MR. SALTMARSH: I"msure there are nore. | just
wanted to nmake sure we were passing over soneone's commrents to go
on to that issue.

CHAIRMAN ANDERSON: That's a good idea. That's a good



i dea.

MR. COLEMAN: | mean | do take seriously the fact that
there may not have been adequate notice in sone groups, and that
we ought to get as much as opportunity to have adequate noti ce.

But in the neantine we' ve got people in front of us. And
l'd like to try to deal withit, if we could.

MR. PUGH: Let's do it.

CHAIRMAN ANDERSON: Ckay. Let's do the investor-owned

MR. PUGH: VW find out who's here that raised their
hand, | think, would be one of the ways to do it.

AUDIENCE MEMBER: At least with respect to Southern
Cal i fornia Edison, our nomnee is not able to be here today.
He'll be here on the 27th.

CHAIRMAN ANDERSON: Ckay.

AUDIENCE MEMBER: The sane is true for Pacific Gas and
El ectric.

CHAIRMAN ANDERSON: kay. San Diego Gas & Eectric,
is Terry here? | didn't see Terry either. Yes, okay.

MR. PUGH: Al right.

CHAIRMAN ANDERSON: Takes care of the rest.

MR. PUGH: That was easy.

CHAIRMAN ANDERSON: Next. The young | ady back there.

MS. GUTHRIE: Carol Cuthrie with Chevron.



I'"'mnot able to be here on the 27th.

CHAIRMAN ANDERSON: kay. Would you cone forward?
Do we have the --

MR. PUGH: Vel |, sonewhere in here.

MS. GUTHRIE: | think you'll find ny nore conplete

nom nation formunder the California Industrial Users.

CHAIRMAN ANDERSON: Ckay. We're searching for your --

MR. PUGH: W' re not indexed

CHAIRMAN ANDERSON: -- resune.

MR. SALTMARSH: Do you have an nore hints?

MS. GUTHRIE: There should be a I etter on Downey,
Brand, Royer and Seynour letterhead. |'mactually nom nated by
three different entities. But the nore conplete nomnation form
is on that |etterhead.

[ Pause in the proceedings.]

CHAIRMAN ANDERSON: Ckay. We've got you | ocated.
Tel |l us about yourself.

MS. GUTHRIE: My nane is Carol H nes [phoneti c]
Qut hri e.

| currently work for the Chevron Conpani es.

I'"'man area nmanager in the Energy Services Goup. In

that capacity | have responsibility for managing electric

procurenent for Chevron in California as well as in other parts of

the country.



In addition, | manage the advocacy efforts for Chevron on
electric industry restructuring and on rate case interventions.

Chevron represents a very |arge custoner throughout the
country, and in particular in California. 1t's our single nost
inmportant state in terns of the electric |oads that we have in
California. W cut across all custoner classes.

W have over 750 service connections in California al one.
Those range fromsingle large industrial sites all the way down to
our service stations. And we are served under nore than 20
separate rate schedules in California.

In addition, we have supported the restructuring process
both on our own behal f and through the efforts of various
i ntervenor groups before the California Public Wilities
Comm ssion and before the California State Legislature.

W think that restructuring of the electric industry
offers the single best opportunity for all consuners, |arge and
small, not only to achieve better pricing but to achi eve services
tailored to their needs.

W al so recogni ze the inportance of the interconnected
grid. W were greatly affected by the outages in August and see
the 1SO as being a critical conponent of the new market structure,
wi t hout which the new market will not work.

W support and are represented by the Energy Producers

and Users Coalition which is predomnantly oil and gas conpani es



that either have end-user facilities, generating facilities and/or
are fuel suppliers to electric generation in the state.

In addition, we are part of the California Industrial
Users, which is an entity nmade up of |arge national conpani es such
as Anheuser Busch, Hughes El ectronics and Kinberly dark, as well
as others. And they represent primarily large industrial
CONSUNers.

So | bring with ne a fairly broad representation of
custoners, not only of different sizes and different classes, but
with a need to be balanced in ny perspectives on the issues.

MR. COLEMAN: Were you tenpted to join the board of the
PX as opposed to the | SO?

MS. GUTHRIE: No. W see the SO as being critical to
reliability, which is an extrenely inportant issue to us. And
whil e the Power Exchange is an inportant conmponent of the
California market, we think that the precedence being set by the
| ndependent System Operator will effect us not only in California
but throughout the West.

MR. COLEMAN: So reliability is slightly nore inportant
than price; is that then --

MR. GUTHRIE: | suppose it depends on the facility, but
in the end, yes.

MR. COLEMAN: Ckay.

CHAIRMAN ANDERSON: Ckay. Any questions?



MR. PUGH: No.

MR. HEATH: Just one. You are a California resident?

MS. GUTHRIE: Yes, | am In fact, I"'mcertified Mni.
I'"ma Muni residential customner.

CHAIRMAN ANDERSON: Thank you for your testinony. And
|"'msure that the Board will consider you for one of the governors
of end-user at |arge.

MS. GUTHRIE: Thank you very much

CHAIRMAN ANDERSON: Thank you.

MS. GUTHRIE: If you have additional questions, even
though | can't be here on the 27th, I'mnore than happy to answer
t hem

CHAIRMAN ANDERSON: kay. Al right.

MR. BRITT: I'"'mRandy Britt of Robinsons-May. | can't
be here on the 27th.

CHAIRMAN ANDERSON: Yes. R ght.

MR. BRITT: My nane is Randy Britt. |I'm enpl oyed by
Robi nsons- May Departnent Stores, also representing the California
Retailer's Association. W're representing not only the
departnment store industry in California but also the broader
market of snmall retail stores, small commercial neters, as well
whi ch includes everything fromshoe stores and drug stores all the
way up to the larger departnent store areas as well.

Robi nsons-May and the California Retailer's Association



have been active through the Direct Access Wrking Goup. |
co-chaired one of the inplenentation teans for the Direct Access
Wrking Goup. And | amcurrently on the | SO Trust Advisory
Conmttee as a comercial neter end-user representative.

CHAIRMAN ANDERSON: Gveis alittle of your
background before you --

MR. BRITT: Sure. |'ve been working for Robi nsons-May
Departnent Stores now for 17 years. Al of those years as either
director or now divisional vice president of nmaintenance of
Properties. So we're responsible to maintain all the departnent
store entities within the State of California, Arizona and Nevada.

Primarily we have nost of our stores in California, 53
stores, responsible for the major systens, operation, renodels,
new construction, as well as for the maintenance of utilities and
t he managenent of electric utility billing and for energy
managenent systens. And very heavily involved in demand-side
managenent and reduction of consunption throughout the usage, as
wel | .

CHAIRMAN ANDERSON: WIl you have tinme to serve on the
board? | guess you're a pretty busy guy.

MR. BRITT: That's true.

CHAIRMAN ANDERSON: And will have tinme to serve on the
board, fromat |east the start, because that's pretty heavy

i nvol vement ?



MR. BRITT: Yes. There's no question. Robinsons- My
and | have conmtted ourselves to this process.

And we have committed the tine it takes to have been on
the Direct Access Wrking G oup which was extrenely heavily
i nvol ved froma political |eadership position in our organization.
And conmtted ourselves to at |least one to two days per week on
that basis; and have conmtted ourselves to two days plus on the
Trust Advisory Commttee for what was asked of us in that group,
as well, and remained conmtted to do whatever it takes to get the
governi ng board toget her.

CHAIRMAN ANDERSON: Any questions?

MR. COLEMAN: No questi ons.

MR. PUGH: You were sel ected based on that ballot that
went through the I SO Consunmer G oup; is that right?

MR. BRITT: Also | had nom nated nyself, as well, yes.

MR. PUGH: R ght.

MR. BRITT: But also as part of the balloting that went
to the end-users, as well.

MR. PUGH: Right. That's all | have. Thank you, sir.

MR. BRITT: Thank you.

CHAIRMAN ANDERSON: Thank you, M. Britt, for com ng.

Any ot hers? Yes.

MR. CAZALET: Edward Cazal et .

CHAIRMAN ANDERSON: Yes.



MR. CAZALET: Good aft ernoon.

CHAIRMAN ANDERSON: Yes. Thank you. Wuld you
identify yourself in nore specifics?

MR. CAZALET: kay. M nane is Edward Cazalet and |I'm
wi t h Aut omat ed Power Exchange. And |I'm self-nom nated. Not
exactly certain which categories | best fit into, but I think
bring a background to this board with an interest in seeing --
that woul d be useful to this board and seeing that the | ndependent
System Operator achieves his mssion of systemreliability and
facilitating the marketpl ace.

CHAIRMAN ANDERSON: | hate to show ny ignorance, but
what is the Autonmated Power Exchange?

MR. CAZALET: Al right. Wll, about a year ago when |
saw t he devel opnent of the PX and | ndependent System CQperator, |
was not involved. And | saw the design. And | spent 30 years in
t he busi ness as an i ndependent consultant for major conpani es as
well as a private consultant working for electrical utilities and
gover nment agencies on these matters.

| wote ny Ph.D. dissertation on how to design nmarkets
for electricity 30 years ago at Stanford. And | saw what was
proposed and | saw sone problens with it.

And t hrough sonme other people, they drew ne into the
WEPEX process. W wote a paper on how to inprove the design, of

both the 1 SO and the PX. Sone of those inprovenents were adopted



by the PXin switching fromsingle-part to nulti-part bidding.

"1l explain that if you want to know about it -- I'msorry
switching fromnulti-part to single-part bidding. But that got us
i nvol ved in the process.

And so we fornmed a conpany, Automatic Power Exchange,

that will provide -- will be a scheduling coordinator into the
| ndependent System Qperator. We'Il match buyers and sellers.
W' ||l take no position in the market. W'Il|l be a pure commodity

type exchange. W wll serve as a forward nmarket to the WEPEX
Power Exchange and a parallel nmarket to those peopl e who deci de,
for one reason or another, not to schedule or trade within the
WEPEX exchange.

MR. COLEMAN: G ven your sort of position as a
schedul i ng coordi nator, what areas do you think you mght cone in
conflict wwth the overall operation of either the Power Exchange
or the ISO?

MR. CAZALET: Vell, I"'mnot blind to the order of the
Power Exchange.

MR. COLEMAN: | understand. | understand

MR. CAZALET: Yes. | don't think there would be any
nmore conflict between us, as a scheduling coordinator, and
virtually all of the other many parties who will beconme scheduling
coordinators. So | don't see -- we're very interested in the | SO

performng its mssion of systemof reliability. W want to see



the market work. That's why we're investing our tine and noney in
maki ng the market work. We're not here to replace the public PX
it's got its function.

But the Legislature provided for other ways to match
buyers and sellers in the market. And we're providing one such
way to do that. So | see no conflict with the role of the ISQO
In fact, |I think I can be of great service to the SO fromthe
techni cal point of view, as well as from-- given ny background in
the industry -- just to help themthrough the early days.

MR. COLEMAN: And does the -- but you'll have to excuse
ny ignorance, --

MR. CAZALET: Sur e.

MR. COLEMAN: -- but does the 1SO hire you or do you
just maintain --

MR. CAZALET: No, no.

MR. COLEMAN: -- sort of a position in front of the ISO
and the power users.

MR. CAZALET: As a schedul i ng coordi nat or?

MR. COLEMAN: Yeah.

MR. CAZALET: No. W pay fees to the SO to schedul e

MR. COLEMAN: Ckay.
MR. CAZALET: W will be paid fees by parties who

schedul e through us. But, no, we do not take any noney fromthe



I SO

I mght nention all the work |I've done on this in the
| ast year, alnost -- | took no noney fromthem the trust, nor any
party in the proceedi ngs.

MR. COLEMAN: You will buy power fromthe PX though?

MR. CAZALET: That's possible, yes. And PX | suppose,
at sonme point could buy power fromus. Scheduling coordinators
trade anong each other. So, for instance, Enron would be in a
position to buy power fromthe PX and buy hinself power really to

the 1SO So you' d sell ancillary services to the 1SOin that

sense.

MR. COLEMAN: Ckay.

MR. PUGH: You are a California resident?

MR. CAZALET: Yes, | am for 25 years, | think.

MR. PUGH:  Ckay.

CHAIRMAN ANDERSON: Ckay.

MR. CAZALET: Thank you very nuch.

CHAIRMAN ANDERSON: Thank you very nuch.

MR. FLORIO: Good norning. You ve seen ny face
already. M nane is Mke Florio. 1'msenior attorney for Toward

Uility Rate Nornmalization.
In the subm ssion that cane in yesterday on TURN s
| etterhead, ny qualifications are on the fourth page after the

letter. | was nomnated by the residential consuner groups to the



be on the PX governing board. And I'malso their nom nee to be
one of the end-user at |arge governors on the |ISO governing board.

I have worked for TURN since 1978. And now that 1've
lost ny hair and amwearing a back brace, | think I could say |'ve
given the best years of ny life to the residential ratepayers in
California. 1've been continuously engaged in representing
residential customers in PUC and other rel ated proceedi ngs for
alnost, well, for over 18 years now Was intimately involved in
the natural gas industry restructuring. And nore recently have
gotten involved in the electric restructuring, particularly the
Trust Advisory Commttee and the Steering Commttee.

That's, | think, the key information.

MR. PUGH: You're nomnated for the 1SO at | arge and
the PX residential end-users, right?

MR. FLORIO: Yes, right. Yes.

MR. PUGH: Whi ch woul d you rat her do?

MR. FLORIO: That's hard to say. | guess |I'mvery
concerned about the PX that it actually becone a viable, well
functioning entity. | fear that not every party that's
participating shares that feeling about the PX. | think everyone
has an interest in nmaking the |1SO function as advertised. So in
sone sense | have a greater concern about the PX, but there are a
ot of inportant issues affecting residential consuners involving

the 1SO So it's hard to separate.



CHAIRMAN ANDERSON: Any questions?

Are you of California residence?

MR. FLORIO: Yes, | am

At the appropriate tinme I1'd |ike to nake sone bri ef
conments about the process for selecting the end-user at |arge
governors, but | don't think this is probably the time to do that.
But if we could, before the end of the day, allow a few nonents
for that, I would appreciate it.

CHAIRMAN ANDERSON: kay, all right. Thank you.

MR. MRIZEK: CGood afternoon. My nanme is Edward Mi zek
fromthe Gty of Palo Alto Uilities. | currently serve on the PX
TAC. | have been nom nated by the municipal utilities for the PX

And ny background personally is professional electrical
engineer. |'ve had 28 years of nunicipal utility experience,
engi neering, engineering nanagenent. And currently |I amthe
director of utilities for the Gty of Palo Alto. And we serve
over 28,000 neters in the Gty.

W fully support the deregul ation process. W have
followed it since the beginning. W are also a gas utility.

W're a full-service utility, so we have gone though the gas
deregulation. And |I'mavail able for any questions you nmay have.
Commtnent, we certainly intend, Palo Alto and nyself, certainly
intend to conmt to this directorshinp.

CHAIRMAN ANDERSON: And will you have available tine



to fully serve?

MR. MRIZEK: Yes, | wll.

CHAIRMAN ANDERSON: Ckay. You're for the PX governing
boar d?

MR. MRIZEK: That is correct.

CHAIRMAN ANDERSON: Wl |, obviously you're a
California resident?

MR. MRIZEK: Yes, yes.

CHAIRMAN ANDERSON: Any questions?

MR. COLEMAN: Yes. | guess a quick question.

How were you sel ected? You' re selected by the --

MR. MRIZEK: The California Municipal Wilities
Associ ation submtted ny nane.

MR. COLEMAN: And that was --

MR. MRIZEK: That was --

MR. COLEMAN: -- was a reference to a consensus
pr ocess.

MR. MRIZEK: That's correct.

MR. COLEMAN: | didn't understand what that was.

MR. MRIZEK: I was told they would like to have ne
serve after they reviewed nanes. And they submtted ny nane and
nom nated ne.

MR. COLEMAN: And you're quite happy to serve?

MR. MRIZEK: Yes. | said first check with everybody



el se, and they said fine, we would |ike to have you continue to
serve.

MR. COLEMAN: And is the 28 electrical distribution
systens that the CMJA represents the bul k of the nunicipa
el ectrical systens?

MR. MRIZEK: That's correct.

MR. COLEMAN: kay. Thank you very mnuch

CHAIRMAN ANDERSON: Any questions?

MR. PUGH: No, no questi ons.

CHAIRMAN ANDERSON: Thank you. Thank you for
appeari ng.

MR. WOYCHIK: Good afternoon. May nanme is Eric
Wychi k. And |I'm designated by the residential representatives --
residential ratepayers, | believe, to be the board nenber for the
| SO and the PX. So that's in the residential end-users group

My background is in regulation. |[|'ve previously worked
with M. Gary Heath here at the Energy Commission. | was at the

California Public Uilities Comm ssion for a nunber of years, was

a conmm ssioner and advisor there for six years. 1've been in
consulting for about six years. |'ve been able to work
internationally on many of the restructuring nodels. 1've also

been in the wars of the gas industry restructuring in California.
The one point | mght nake about California's

restructuring effort is that |1've been working on it for about



al nost four years now, starting when there was the origi na
Conpetitive Power Market Wrking Goup, with Charles Stal en

[ phonetic]. And we basically summarized the issues at that point
in 1995.

Then 1've been working for UCAN, Wility Consuners Action
Network, since that tinme. And nore recently I'm now the
substitute nenber for the Power Exchange, |SO and PX Technica
Assessment Conmittee, so Mke Florio is ny counterpart.

My qualifications, | should have referred to them are
under the TURN |l etterhead in your packet starting on page 5, |
believe. So restructuring has been basically all 1've been
wor king on for the last alnost 10 years. And |I'm | ooking forward
to participating constructively on the 1SO and PX. And it's your
choi ce.

MR. PUGH: Vll, | take it you're currently a
consultant with Strategy |ntegration?

MR. WOYCHIK: Right. [I'mthe president of the conpany.
It's just nyself, and |'ve been doing that for about four years
now.

MR. PUGH: kay. CQurrently under any consulting
contracts with the electrical entities who are part of the |SO or
t he PX?

MR. WOYCHIK: No, sir, |I'mnot.

And there's one potential issue, actually Arizona Public



Service. | have an existing agreement with them ['mgoing to be
clarifying by letter that I will be doing no work that relates to
California for them The one possible issue woul d be because they
want to play based in California. And I'mactually slated to help
themon their conpetition docket. So I'll be witing a letter to
TURN and UCAN, and if it's appropriate to cc themto this Board.

MR. PUGH:  Ckay.

MR. COLEMAN: Do you have any thoughts about how we
shoul d think about how to pick representations for residential
end-users?

MR. WOYCHIK: Sir, that's a great question. |
obviously was listening to D ane Martinez' coments and ot hers.

It seens that these two groups have been so involved in
trying to represent residential custoners that | certainly think
you have very good representation in them | think that the
question will be nore the bal ance of the board and whether there's
enough residential representation to really be able to represent
their interests.

Frankly I've been feeling like I'"mfighting an uphill
battle in the last three and a half years in the process in
California in just getting the issues for residential ratepayers
on the table.

Sol'"mreally worried frankly about the representation as

a bal ance of power on the board. |If there were nore capability to



get residential representatives on the board that would, | think,
be the nost inportant concern.

MR. COLEMAN: Thank you.

CHAIRMAN ANDERSON: Any questions?

Thank you very nuch

MR. WOYCHIK: Thank you.

CHAIRMAN ANDERSON: Yes, sir.

DR. HOUSE: Good afternoon. | amLon House. | am one
of the end-user at-large nom nees for the Power Exchange.

If I could make one correction, instead of water and
energy consultant, |I'mrepresentation the Association of
California Water Agencies or ACMA.

If I could take a mnute, | want to -- Mke wants to talk
about the nom nation schedule. And |I've put in a yellow card.

I'd like to talk about it for an instant.

What 1'd recommend is that you use the at-|arge end-user

group for entities that don't necessarily fall in any of the other
groups. And this is very self-serving, and |I'I|l explain what our
problemis

W're all the public and the nmutual water conpanies in
the state, so we deliver water to the entire state. W're
probably the largest retail use of electricity. W have a peak
demand of about 1,500 negawatts. W use about seven percent of

the electricity in the state. So in one instance we are probably



the single largest retail end-user. But we're not residential,
we're not commercial, we're not necessarily industrial.

On the ot her hand, we have about 1,500 nmegawatts of
capacity, primarily hydroelectric capacity in a bunch of the dans,
and a lot of smaller capacity. So in that instance were are al so
a generator of electricity.

And then we have, in anticipation of deregul ation, we
have forned a Joint Powers Authority, we've release an RFP for
electricity services, and we're in the final stages of negotiating
t hose servi ces.

But one of the services that we are going to performis
there's about 30 agencies right now that are interested in being
community aggregaters. And this originally started out as
primarily rural districts that wanted to -- they had farners and
they didn't have -- in many cases they don't have representation
because they're not incorporated.

So the water agency, which is the entity that is already
in contact with themand already billing themand everything, is
interested in aggregating their |oad and going out for their
service for electrical service. So in that particular issue,
which | think is -- | suspect that we will end up being the
predom nant conmmunity aggregaters in the state, that al so doesn't
fit into any of these narrow categories. And so that's why | was

nom nated for the at-large group.



And | would just |like to encourage you that we have sone
very -- | have sone extrenely good conpetition, and you coul dn't
go wong with any of the people that are chosen there. But if |
coul d suggest that you reserve sonme of those slots for entities
like the Association, that don't fit into any separate category,
but have these real broad interests, and don't show up as a
particul ar category participant.

For ny background, | have two Masters and a Ph.D. --
excuse ne?

MR. COLEMAN: So what you're saying is we ought to save

the at-large group for special interests?

DR. HOUSE: No. | would like to say at |east one
category in the at-large group -- okay.
MR. COLEMAN: | don't nmean to be flippant about it,

seriously. Because it seens to ne that you either are at-large or
you do have an interest.

DR. HOUSE: Vell, | guess there what a concern because
ny nane was brought up with the end-user's group. The concern was
because | represent generators, | don't fall in the end-user's
group, also. And so the problemthat -- and that's why | was
nom nated for the at-large group.

The problemis if you have entities, and I don't know of
there are other parties other than ny association, that are in

that boat that have multiple interests, that we don't fit in any



of these categories up here.

And there may be sone of the nom nees, for the at-I|arge
that do have a duplicate of, you know, a comrercial or a
residential or something in one of the groups up there. And
whereas you get sonmebody that is as large as we are, it's
concei vabl e that we could not show up on this at all, because we
don't fit in any one of the categories.

MR. COLEMAN: Ckay.

DR. HOUSE: As for ny background, | have two Masters

and a Ph.D. | taught engineering at graduate school at Davis for
a nunber of years. | worked for the Energy Comm ssion for a
nunber of years. | was the Resource Planner for the Public

Uilities Commssion for a nunber of years. And since 1990 |'ve
been out in the consulting business. And | work al nost

exclusively for the water agencies in the state now |'mon

retainer with them

And | ama California resident.

CHAIRMAN ANDERSON: Questions?

Thank you very nuch.

DR. HOUSE: Thank you.

MR. FERREIRA: Cood afternoon. M/ nane's D ck
Ferreira.

I"'mthe assistant general manager here at SMJD, so |

thought 1'd take the opportunity while everybody's in town to cone



down and introduce nyself. |'mone of the candi dates to serve on
t he |1 SO governi ng board.

|"ve participated in this process actually fromthe very
beginning with the -- on the 1SO and |ater on through the process
with the trustee.

I have over 30 years of experience in nmanagenent
operation in the electric utility industry, the last 10 years of
whi ch have been here with SMJUD i n Sacr ament o.

| amcurrently responsible for all generation,

di spat chi ng operations, our contracts. And during ny termhere
with the district | also have been responsible for rates and
energy efficiency.

| also currently serve on the Board of Trustees for WCC
for reliability.

SMUD, as you're probably aware, is the second | argest
public utility here in California. Fifth largest in the nation

Qur primary concern obviously will be to represent the
muni ci pal comunity, our custoners here and custoners of
municipalities in the state in general, and also to focus
principally on reliability.

And a very inportant issue for us will be in the narket
power issues to nake sure that this process will work to the
benefit of all the custoners, particularly the residential

custoners here in the state.



That's a brief synopsis of nmy background. And |I'd be
happy to answer any questi ons.

CHAIRMAN ANDERSON: Thank you.

DR. HOUSE: Thank you.

CHAIRMAN ANDERSON: By the way, thanks for letting us
use SMUD facilities today.

DR. HOUSE: Ch, we'll charge this to the trustee, so
that will be fine with us.

[ Laughter.]

MR. FREEMAN: | was going to say sonething nice about
D ck because he used to work for ne. But after that --

[ Laughter.]

CHAIRMAN ANDERSON: Any ot her candi dat es?

MR. JETMALANI: My nane is Vishnu Jetnmalani. | work
for the Bonneville Power Adm nistration. | amcurrently in their
bul k power marketing departnent. And prior to that, about six
mont hs ago, | worked as an attorney in their power and
transm ssi on group

| was nom nated by BPA. W didn't have tine to consult
wi th other nmenbers of the public buyers and sellers class. But |
was nom nated by BPA to be on the PX governing board.

| amcurrently serving as an alternate nenber on the TAC
the Trust Advisory Commttee, and have been attending the Steering

Comm ttee neetings and was an active participant in the



Governments Agreenents and Tariffs G oup

I"mcertain the question will conme up, so I'll say it
right upfront: I'mnot a reside of the State of California. |
understand that there are sone difficulties there because the | aw
apparently requires that all nenbers of a governing board of a
public corporation need to be residents of the State of
Cal i f orni a.

I"mnot sure if I"mcorrect, exactly, on that, but --

MR. SALTMARSH: It's the sections of the restructuring
| egislation itself, AB 1890, Sections 337 and 338, | believe, or
336 or 337, that describe the governing boards of the |ISO and PX
as corporations, that specify to this Oversight Board entity that
the persons it selects should be California residents.

MR. COLEMAN: So does that nmean we cannot consider this
as an applicant?

MR. SALTMARSH: That neans to conply with California
| aw the Board would have to limt its appointnents to California
resi dents.

MR. JETMALANI: And that woul d be despite FERC s
decision if that mght be discrimnatory or anti-conpetitive to
out-of-state interests that would be selling and/or entities |like
BPA that have 80 percent of the transmssion in the northwest and,
of course, are connected with California.

CHAIRMAN ANDERSON: Are you a resident of Washi ngton



or Oregon?

MR. JETMALANI: O egon.

| have asked BPA if | could relocated to California.
That deci sion hasn't been nade one way or the other.

| presunme that we will be at some point providing
conmments probably in the intervention process on the issue of
residency as well as nmaybe sone other nmatters.

MR. PUGH: They have had residents here before, | know.

MR. JETMALANI: What's that?

MR. PUGH: BPA has had --

MR. JETMALANI: Yes, we did have an office.

MR. PUGH: -- resident -- yes, Steve Wight was a
resident here. Yes.

MR. JETMALANI: W have Steve diver and a few ot her
peopl e that were in Sacramento, actually, | believe. But we've
cl osed that office.

MR. PUGH: Ckay.

MR. COLEMAN: | nmean ny suggestion is we go ahead and
consider it on the basis that if we can -- we've interviewed the
candidate. If we can't, we can't.

MR. JETMALANI: And | understand that.
CHAIRMAN ANDERSON: Ckay.
MR. JETMALANI: There will be another gentleman here

next week, a Tom Del aney [ phonetic], who also works for BPA  And



he's a Washington resident. And we have nom nated himfor the | SO
for board of governors. So | guess if you are interview ng people
agai n next week, he will be here.

CHAIRMAN ANDERSON: Thank you.

MR. JETMALANI: Al right. Thank you.

MR. COLEMAN: Just one qui ck question.

If we do get to the point where we conformCalifornia | aw
and are able to have out-of-state representati on, how woul d you
suggest we go about the sel ection process?

| mean Bonneville Power is obviously obvious. But there
are ot her people that supply power to out of state. How would you
suggest we consi der the problem of representation?

MR. JETMALANI: For all of the --

MR. COLEMAN: For out of state power producers

MR. JETMALANI: -- states or just for -- out of state
power producers.

Vel |, | had proposed at |east for the public buyers and
sellers category in sone drafts that we did in the Byl aws of
posting it in a nunber of different places, fromthe hone page for
VWEPEX to a nunber of other places, that there is these seats
avail able, and try and get it to all the different entities or
nost of the entities or trade associations, that there is this
seat for, as you say, for out of state entities, whether they be

private or public buyers and sellers, or other entities, and



contact a whol e nunber of people.

And then set up a neeting at sone point where peopl e can
vote to sel ect which candi dates represent that body.

MR. COLEMAN: But there is no --

MR. JETMALANI: There is no --

MR. COLEMAN: -- single industry group that we could
ook to or --

MR. PUGH: Not for publics.

MR. JETMALANI: No. | can certainly provide nanes of
different groups. But there's --

MR. COLEMAN: No, | was just interested.

MR. JETMALANI: -- no particular entity that would
represent everyone.

MR. COLEMAN: Ckay. Thank you.

CHAIRMAN ANDERSON: Thank you very nuch

MR. JETMALANI: You' re wel cone.

CHAIRMAN ANDERSON: Car ol yn.

MS. KEHREIN: Unfortunately |I don't think I'll be quite

as brief as last week, but | will attenpt to.

Vell, I'lIl start off with a nonrelated comment, which is
that Dr. Barkovich couldn't be here today. But she will be here
next week. But she asked ne to convey -- there is a package from

the consuners in your red binders. And in there it lists who

vot ed.



Sonehow sone of the ballots got |ost and hers got |ost,
so it wasn't listed that she had voted. And she wanted to |et you
know this was inportant to her, and she did vote.

So | got lots of phone calls because people figured I
woul d be com ng today.

On to another mnor issue.

On the matrix that was prepared for you, ny affiliation
is listed incorrectly on the 1SO page. |It's correct in your
bi nder and i ncorrect here.

For the ISO | amrepresenting an ad hoc group of
m scel | aneous consuners whi ch include Hew ett-Packard, Gordon
Bei rsch Brewery, TRW USF and Zachy Farns.

So it's correct on the PX, in which case CVA has
nom nated nme on the PX side.

Just to give you a little bit of background of what | was
doing prior to deregulation in California.

| worked for Proctor and Ganble for 10 years here in
Sacranmento, and had nunerous responsibilities. But sone of the
rel evant ones included operating their cogeneration facility that
t hey used for steam

I was in charge of energy regulatory affairs. Was
responsi bl e for buying the energy and managi ng the energy
contracts.

And al so did the purchasing, was the plant purchasing



manager which, as froma lot of the work that's been going on with
the trust, and having to procure lots of things, mllions of
dollars worth of things, that background cones in handy.

| ama certified purchasing nanager and |I'm al so an
engi neer.

The last thing that | did that is sonmewhat relevant is
while | was with Proctor and Ganble | worked on the inplenentation
of the gas restructuring.

What | have been doing the |last couple of years is |
have, in ny capacity as a regulatory consultant, have been working
nore than full time on the inplenentation of the | SO and the PX

| have participated in a broad range of the technical
teans -- so | don't forget, I won't nane themall. But, for
i nstance, the technical teans that dealt wth transm ssion
ancillary services, bidding, settlenents, all the various rules
and protocols. Was also part of both the PX and | SO busi ness
system bid evaluation teans. Was al so sonehow nanaged to al so be
i nvolved in a nunber of the working groups established by the
CPUC

Li ke Randy Britt, | was also a co-chair of one of the
DAWG commttees. Participated in the Ratesetting Wrking G oup.
Instigated a group which has been renaned, and | will not nention
the acronym which is the Meter and Data Access Wrking G oup.

And al so am part of the Scheduling Coordinator's User



Goup. And | also ama Steering Commttee alternate for den
Sharon, who represents CVA on the Steering Commttee of the | SO
and PX

If you want to ask ne the question later, if | can find
the tine, that will justify how nmuch |I've been able to juggle in
t he past.

I mainly work for consuners, but sonetinmes | have taken
on sone interesting clients in the nanme of ny consuners. For
instance, it's appropriate we're sitting in this building because
alot of tinmes | sit right there where these folks are sitting
because one of the things I'mdoing, is SMIDis using ne as a
consul tant because they're trying to go ahead of the curve. And
they are trying to inplenment a | ess conpl ex version of
restructuring of direct access by the sumer.

And so they have hired nme to find out what -- help them
desi gn sonething that the consuners would find palatable. So I've
worked with them so you do end up with strange bed fell ows.

| have al so had other interesting -- in the nane of ny
consuner clients, have been hired by various fol ks which, if
you're interested, we can di scuss sone of that.

Wiy | aminterested in being onit, is you notice |I've
been selected by the industrial custoners to represent themon the
PX and have been nom nated by various entities for the 1SO And

why?



One of the reasons is there are few of us -- the reason
why | was doing all those things is there were not a whole | ot of
peopl e that had the ability, the tine or the know edge to
partici pate on behalf of custoners in all these different foruns.

So, unfortunately, |I've got to cover nore than I wanted
to, which gives ne a |ot of background.

And one of the things we keep finding out is issues
resurface. W had an idea. We worked on it on the technical
team W found it had a ramfication over here that wasn't
acceptable. And so we went back another path.

And what you find out is people who didn't -- weren't
part of that process, keep bringing up ideas that sound good that
we killed at a previous point because of the ramfications that
are not otherw se obvi ous.

So for sonme of those reasons of knowi ng where to quote
sonme ot her people, "where the bodies are buried," and know ng what
we' ve done over the last two years on the technical issues.

The other is, for ny custoners, naking sure there's anple
conpetition. | don't like the word "robust,"” of saying the nmarket
is thick enough. That it's no so thin that we don't have true
conpetition. That there is a level playing field. An efficient
mar ket .

But at the sane tinme we need to mtigate market power and

also reliability is key, as you've heard before.



So that's a little bit of ny background and where |'ve
cone from Did you have any questions?

And | ama California resident.

MR. COLEMAN: No questi ons.

MR. PUGH: Most of your contract work then has been
wi th end-users and custoners as opposed to generators?

MS. KEHREIN: The bul k of ny clients are custoners.

But one of the things that we found in this process, wth
all the different places to be, and sone of you are aware of the
limted budgets that consuner organi zations operate under, we have
found that our potential suppliers often overlap with us about 90
percent of the tine.

So we have accepted funds fromthose suppliers in order
to be present at the table and represented our position which,
nost of the tinme, was in concert with their position. W!'re both
| ooking for an efficient market with anpl e conpetition.

MR. PUGH: Are you currently under contract w th any
supplier of generators or --

MS. KEHREIN: | amcurrently doing sone work which is
conbi ned for GVA and Enron, and that contract as it now stands
expires at the end of this nonth. It's to work on the March 31
filing.

MR. PUGH: Thank you.

CHAIRMAN ANDERSON: Thank you.



Any ot her applicants or nom nees?

Al right. Public coment.

Dr. House.

DR. HOUSE: | already gave ny conments. That was about
t he make-up of the at-large end-users.

CHAIRMAN ANDERSON: kay. Al right.

M. Florio.

MR. FLORIO: Thank you

This, in sonme ways, follows up on comments | nade | ast
week regarding the end-user at-large representatives.

I think it's inmportant that this Board take great care in
consi dering the bal ance of end-user representation. W believe
it's inportant to have at |east two residential class
representatives on both boards. And by that | mean residenti al
consuners, not governnent agencies.

| believe you received fromthe California Farm Bureau a
package that represented on the results of a balloting that was
hel d.

And | want to enphasize that none of ny comments refl ect
on the Farm Bureau or on Karen MIls, who was drafted for that job
only because everyone trusts her. So | don't want to inply that
there's anything about the Farm Bureau or Karen MIls that's
problematic. But there's a lot that was problematic about this

bal | oti ng process.



Nurmber one, it's not the process that was laid out in the
Byl aws. So, you know, it was sonething that was done extraneous
to that.

There were people who were very interested in being on
t hese -- who woul d have been interested in being on the ballot who
were not nade aware of the opportunity to be on the ballot, which
obvi ously affects the outcone.

And | think you may hear a bit later fromone of those
fol ks who was left out, who | believe woul d have garnered w de
support.

| also think it's inportant that you | ook at who vot ed.
And | think if you do that you will see that there was a
preponderance of |arge users who voted.

And so not surprisingly the results were that |arge users
won the ballot. But | don't think that to choose as at-I|arge
representatives one Conm ssion Staff representative and three
industrial custoners gives a fair representation of end-users.

Qovi ously industrial custoner representation is
essential. And we wouldn't quarrel with that for a nonent.

But to have three of the at-large and four of the total
ei ght end-user representatives all fromthe industrial class, |
t hi nk i s unbal anced.

I woul d suggest instead that you |look to sonething Iike

two industrial, two residential, two fromthe commerci al and



institutional classes, one agricultural, and one CPUC rat epayer
advocat es.

I think that would be a rmuch nore bal anced group. That's
nore or | ess how the PX representation breaks out.

But on the ISO it is quite unbalanced if you | ook at
this balloting process. And | think it would be a very
unfortunate first step to select end-user representatives that
were wei ghted so heavily toward one class to the disadvant age of
ot hers.

Thank you very nuch

If there are any questions, I'd --

CHAIRMAN ANDERSON: Ckay. Carolyn, you indicated you
wanted to comment? Consuner sel ection process or overall process
comrent s.

MS. KEHREIN: Having tal ked with M ke yesterday, | also
wanted to -- the first comment out the door is the sane, is Karen
MIlls was sel ected because we | ooked at everybody and everybody
said they could trust her. So unfortunately she got a thankl ess
job the | ast two days.

What happened with the process was that, as you know,
Friday at about one o'clock we all got to |eave and try and get
you sonething by |ast night by close of business.

Anybody that had turned in sonething to you that was in

t he packet, that had expressed an interest to a current TAC or



Steering Conmttee nenber or who had ot herw se contacted anybody
that we knew of was included on the ballot.

Unfortunately there was one qualified person who had not,
al t hough someone fromher firmwas there, she had not gotten the
nmessage and did not contact anybody until about 24 hours before it
was due.

And | just wanted to explain that we understand there are
failings in the process. W were trying to get sonething in at
| east to give you sone gui dance.

It's not the perfect output. W just -- we tried. And |
agree with sone of Mke's comments about it would have been better
to have a | onger process.

Erik, what do the Bylaws say as far as how long to
process would normal 'y take?

MR. SALTMARSH: | don't renmenber. |It's 60 days or 90
days prior to a vacancy occurring --

MS. KEHREIN: So we tried to do it in 60 or 90 hours.
And we got you sonething that we think is not perfect but it's
fairly good.

And usi ng your professional judgnent, you can figure out
what to do with it and what you need to tinker with, et cetera.

And then the | ast cormment would be for nme as a | arge
consuner rep -- or, not a |large consuner rep -- a noncore consuner

rep, and that is you may need to do sone research as out what



CRA's work plan is

He keeps referring to Elena as a nenber of the California
Public Wilities Commssion. She is the director of the CRA. And
ORA's work plan specifically states that they are representing the
core ratepayers' interest.

So when you are | ooking at what you need to have, Elena's
chal | enge, which has been adopted by the CPUC, states that she is
to work on core interests.

And we understand the need for residential. And as you
notice, the public vote did end up with three residential
custoners on the PX. And, in our mnd, two on the |SQO

And the last clarifying point would be as Mke and his
comments clarified -- characterized nme as an industrial.

On the PX I amrepresenting an industrial constituency.

On the SO the ad hoc group includes ag, small and | arge
comercial and industrial. So just a clarifications since |I think
M ke was referring to nme as an industrial.

Thank you.

CHAIRMAN ANDERSON: kay. Al right. Wy don't we
take a 10-m nute break. W have four people who want to nmake
comments, and so will you pl ease hol d?

And a 10-m nute break.

[Brief recess taken from2:02 to 2:14 p. m]

CHAIRMAN ANDERSON: Coul d we cone to order again,



pl ease?

I"mgoing to do these al phabetically so | don't get
accused of preference.

Dan Carroll.

MR. CARROLL: Thank you, M. Chairnman and nenbers of
t he Boar d.

| amwith the law firmcall ed Dowey, Brand, Seynour and
Royer here in town. And we have, for over 20 years, been involved
in energy related matters at the PUC, both electricity and gas.

I come here as a | awyer who represents the California
I ndustrial Users, who is one of the groups that nom nated M.
Quthrie for the Board.

| am here largely because of M. Florio' s coments.

The first thing | want to say is Ms. Kehrein said
sonething to you about the charter of ORA being to represent
resi dential custoners.

She got that fromne. | renmenbered reading the 1997
busi ness plan for ORA in Decenber in ny office and coul d have
sworn that sonething |ike was there.

| got it back out this norning to find it and coul dn't
find it. | don't knowthat it was there or not there or if it was
sone place | didn't find this norning.

But if anybody wants to say that Ms. Kehrein was w ong

about that, that's because | was wong, not she. And so | wanted



to be sure you understood that.

However, | can tell you fromny activity over the | ast
al nost year and a half at the PUC that -- and fromactivity in the
DAWG | was on the DAWG as well and was the co-chair of the
i npl enentation teamwith M. Britt, who's already spoken to you
earlier today.

My observation is that at |east recently the primary
interest of ORAis small commercial and residential customers as
opposed to | arger custoners, such as those |I represent.

Having said that, we disagree with M. Florio's
per spective about basically taking what's supposed to be a board
of what | call, at least in the end-user custoner class, four
desi gnated seats and four at-large seats, and turning that into
ei ght designated seats, two apiece. It's not what the Byl aws say.

The Byl aws say you're supposed to have four end-user,
at-| arge custoners.

W believe that the kinds of concerns that M. Florio
rai ses about residential custoners are appropriate for you to
consider. W also believe that there are any nunber of other
things that are appropriate for you to consider in appointing
at-| arge seats.

To ne "at-large" neans w thout portfolio.

The reason we're happy supporting Ms. Quthrie is because

al though we represent her on an industrial basis, as does EPUC



who she's al so involved with, she is indeed a representative of a
| arge nunber of custoner classes, virtually everybody except
resi dential, because that's who Chevron deals wth.

I"mnot going to say anything nore about here at this
point. She's already talked to you about herself. You'll make
your deci sion.

My point is that's an exanpl e of soneone who has a very
broad base that you could look at in the kind of experience and
representation they have as opposed to seeing this as a speci al
interest kind of appointnent to the four at-large seats.

I think instead what you ought to be | ooking for on al
the at-large seats is sinply qualifications: Wo is best suited
to serve the people of the State of California via the 1 SO and PX

And that's all | have.

If you have any questions, |'d be happy to respond.

CHAIRMAN ANDERSON: Thank you for your comments

MR. CARROLL: Thank you.

CHAIRMAN ANDERSON: M ke Murray. M. Mirray.

MR. MURRAY: Good afternoon, Chair and other nenbers of
t he Boar d.

M/ nane is Mke Murray. And | amthe director of state
agency affairs for Pacific Enterprises, which is the parent of
Sout hern California Gas Conpany.

W have put before your Board a nom nation for one of the



menbers on the | SO nenber at-large, M. Fred John, who is our
seni or vice president of public policy and | aw.

M. John can be avail abl e next week to cone and testify
bef ore your Board and answer any questions you have.

| just wanted to briefly mmc a couple comments |'ve
heard earlier on the end-user at-large category and basically
concur with sone of those comments.

W think that it should be a broad based category.

Southern California Gas Conpany has been involved in the
electric restructuring process throughout its evolution, over the
| ast six or seven years.

W support the expansion consistent with Dr. House's
comments of the end-user at-large governors positions to basically
be a broad approach that woul d enconpass all the different
st akehol der interests in this process.

Southern California Gas Conpany serves, along with al
the other LDCs in the state, over 20,000 negawatts of generation
in the state. About 40 percent of through-put goes to electric
gener ati on.

W have believed that the end-user at-|arge governors
roles would be to protect the interest of |ocal generation. And
we have represented end-users, various end-users at different
regul atory proceedi ngs, such as before the FERC and t he CPUC.

W think that we would bring to the table a broad



experience in this area. And | think you will see that once M.
John testifies before your Board next week.

Thank you.

MR. COLEMAN: A qui ck questi on.

| guess I"'ma little bit still confused about this
at-large category.

The at-large category needs to be carefully bal anced
anong special interest groups? O it needs to represent the
citizens at |arge?

What i s your opinion?

MR. MURRAY: Vell, we represent -- like | say | our
stated testinony, we have represented a nunber of end-users at
various regul atory proceedings. So --

MR. COLEMAN: Ckay. But | guess I'mstill a bit
conf used.

Is there really -- conceptually, is there a category of
at-large end-users that do not represent a particul ar interest
gr oup?

MR. MURRAY: You nean of the four that are specified?
The agricultural --

MR. COLEMAN: No. Just theoretically.

I nean if we're going to select candidates out of this
particular group, do we need to carefully question people who are

as at-large as possible? O do we need to create a bal ance within



the group so that the group effort is at-1arge?

I"mjust happy to take your opinion here. | nean it
seens to nme that we have a sort of -- at |east a couple of trends
her e.

One is to use the at-large group to find representation
for people who did not hit another category.

MR. MURRAY: And -- and | --

MR. COLEMAN: And we've heard a nunber of people
advocate that this norning.

MR. MURRAY: W woul d support that broad
interpretation.

That if sonmeone who can't fit or be pigeon-holed in one
of the particular categories that have been identified but yet are
significant stakeholders in the process and can bring to the table
expertise that will help the SO function, which I think is all of
our goals here, is to nmake this thing happen by January 1st and to
reduce rates to the ratepayers of California. So --

MR. COLEMAN: But that doesn't strictly nmean they're
at-1arge?

MR. MURRAY: In the strict interpretation, | agree. It
doesn't nean that they're at-large. R ght.

MR. COLEMAN: Ckay. And if you had to really -- let's
say when you can, and | know you can't exactly. But if you really

were us and you had to pick "either at-large" or you were going to



use this category to pick up people who you did not feel was
adequately represented by the other categories, which one would
you choose?

MR. MURRAY: It would be our preference that you woul d
choose the one where you had not picked up the others in another
cat egory.

MR. COLEMAN: Ckay. Thank you.

CHAIRMAN ANDERSON: Thank you. Thank you, M. Mirray.

M. Smut ny-Jones.

MR. SMUTNY-JONES: | was prepared to explain the
sel f-sel ection process for the generators, but we can forego that
until next neeting, if you would prefer.

CHAIRMAN ANDERSON: Thank you.

MR. PUGH: vell, --

CHAIRMAN ANDERSON: Yes. He's al so been nom nat ed.
So he can have the next neeting, too.

Ms. Sol é.

MS. SOLE: Hello. I'mhere on behalf of Dian
G uenei ch. D an Gueneich could not be here for this neeting.
But she will be here the next neeting.

And she is the person that would -- was not able to
participate in the self-selection group of the end-users group.

And so | just wanted to point out that she was unaware

that that process was taking place. She does represent state



agenci es.

And she's very interested in serving on the board. And
so she hopes that you'll give her nom nation due consideration.
And she has, in fact, contacted sone groups after the fact and
obt ai ned her support -- of her nom nation.

MR. COLEMAN: And she represents who agai n?

MS. SOLE: She represents the Departnent of CGenera
Services, the University of California, the California State
University and a nunber of other clients that are listed in her
appl i cati on.

MR. COLEMAN: Thank you.

CHAIRMAN ANDERSON: The CSU st atew de?

MS. SOLE: CSU i s statew de, yes.

CHAIRMAN ANDERSON: No. | nean does she represent CSU
st at ewi de?

MS. SOLE: Yes, she does.

And she'l|l be avail abl e next week to answer any
guesti ons.

CHAIRMAN ANDERSON: Oh, she'll be avail abl e next week.

MS. SOLE: h, yes.

CHAIRMAN ANDERSON: Ckay. Thank you.

MR. PUGH: Thank you.

CHAIRMAN ANDERSON: Thank you very nuch

Anybody el se? Comment.



Vell, we'll adjourn to March 27th 10:00 a.m, CPUC in San
Franci sco. Gay? Thank you very nuch for attending.
And the neeting i s adjourned.
[ Public hearing adjourned at 2:25 p.m]
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